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This paper provides an overview of the major macroeconomic problems that have
confronted the OECD countries during the last four decades. It also explores some
leading arguments regarding the political bases of these problems. An extensive
account of the experiences of these countries in terms of five major macroeconomic
problem areas, growth, employment, price stability, external balances, and equality,
is provided. The relative performance of thesecountriesisgiven particularemphasis.
An attempt is made to place their economic progress and difficulties into a broader
historical perspective and to provide some background with respect to related
developments. This is followed by a discussion of three of the leading arguments
regardingthepoliticalbasisofeconomicperformance("social consensus","class-based
partisan politics," and "government failure"). An evaluation of the empirical validity
of these arguments is provided.
Noneofthe threearguments(and theirvariants)garnered evidencethat wasuniformly
supportive. Asidefromsomemodestsupportforthecoherenceversionoftheclass-based
partisan politics model, the effects of political factors on growth appear to be nil. The
existence of tradeoffs between left and right preferences in terms of other
macroeconomic outcomes, specifically with respect to unemployment and inflation,
seemnot to manifestthemselvesin the presence of socialconsensus. Both the desired
outcome of full employment and price stability can be achieved under conditions of
social consensus. Interestingly, such consensus will do nothing to advance the goal
ofincome equalization. Partisanpolitics does seem to matter in mostof theeconomic
problem areas examined. There is some evidence that astrong left andlabor will bring
about lower unemployment and greater equality at the cost of higher inflation and a
poorer performance on the external account.Zusammenfassung
Vorliegende Studie bietet einen Überblick über die wichtigsten makroökonomischen
Probleme, mit defnen sich die OECD-Länder in den letzten vierzig Jahren konfrontiert
sahen. Dabei werden auch Argumente in Betracht gezogen, die politische Gründe für
dasAuftreten derProbleme verantwortlich machen.EineausführlicheDarstellung über
die Erfahrungen der Länder in den fünf makroökonomischen Problembereichen
Wachstum,Beschäftigung,Preisstabilität,AußenbilanzenundGleichheitwirdgeliefert.
Besondere Aufmerksamkeit kommt dabei der relativen Performanz dieser Länder zu.
Der Autor versucht, sowohl den wirtschaftlichen Fortschritt als auch die Probleme in
diesem Bereich in einen breiteren historischen Kontext einzuordnen, um damit die
Hintergründe für damit einhergehende Entwicklungen zu verdeutlichen. Im Anschluß
daran werden die drei wesentlichen Konzepte, die den Zusammenhang zwischen
politischen Rahmenbedingungen und wirtschaftlicher Performanz zu erklären suchen
(,socialconsensus",,class-basedpartisanpolitics" und,governmentfailure"),diskutiert.
Diese Modelle werden dann auf ihre empirische Gültigkeit hin überprüft.
Keiner der drei Ansätze (oder Varianten davon) können durch Daten eindeutig belegt
werden. Abgesehen von einem schwachen Beleg für die Kohärenz-Version des
,class-basedpartisanpolitics"Modells,scheinendieAuswirkungenpolitischerFaktoren
aufdasWirtschaftswachstumnichtrelevantzusein.DasVorhandenseinvon,tradeoffs"
zwischen linken und rechten Prioritäten in Bezug auf andere makroökonomische
outcomes,insbesondereinVerbindungmitArbeitslosigkeitundInflation,scheinensich
unter den Bedingungen des ,social consensus"-Modells nicht zu manifestieren. Sowohl
das gewünschte Ergebnis der Vollbeschäftigung als auch Preisstabilität können unter
den Bedingungen des ,social consensus" Modells erreicht werden. Interessanterweise
trägt dieser Konsensus nicht dazu bei, eine Angleichung der Einkommen zu schaffen.
,Partisan politics" hingegen scheint in den meisten untersuchten ökonomischen
Problemfeldern eine Rolle zu spielen. Es hat sich gezeigt, daß häufig eine starke Linke
in Kombination mit einer starken Arbeiterbewegung niedrigere Arbeitslosigkeit und
mehr Gleichheit schafft, auf Kosten von höheren Inflationsraten und verschlechterter
außenwirtschaftlicher Performanz.Table of Contents
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system. Nevertheless, there are ample grounds to believe that these two spheres are
intimately connected to each other. The basic institutional and regulatory framework
within which economic agents operate is shaped by the political system. Furthermore,
the policies and practices of government can play an important role in a country’s
macroeconomic performance. In turn, actors and groups within the political sphere are
motivated in part by their economic interests. The performance of the economy will
shape their orientations toward the political system and influence their actions within
thatsystem. In any effort to deal with the structure and processes as wellas the success
and failures of the political system, attention needs to be given to the economic system
and the major macroeconomic developments and problems therein.
This paper provides an overviewof themajor macroeconomic problemsthat have
confronted the OECD countries during the last four decades. It also explores some
leading arguments regarding the political bases of these problems. The presentation is
limited in terms of the number of problem areas reported upon as well as in scope of
the analysis.
1 The paper first describes the framework used to explore economic
developments in these countries. Then it goes on to offer an account of the experiences
of these countries in terms of the five major macroeconomic problem areas highlighted
within this framework. The relative performance of these countries is given particular
emphasis. An attempt is made to place their economic progress and difficulties into a
broader historical perspective and to provide some background with respect to related
developments. The paper then turns to consider the degree to which success or failure
inbroadareasofeconomicperformancemaybeareflectionofcompetingmacropartisan
preferences and attempts to chart the relative performance of these countries over the
last four decades in terms of these preferences. This is followed by a brief discussion
ofsomeoftheleadingargumentsregardingthepoliticalbasisofeconomicperformance.
An evaluation of the empirical validity of these arguments is provided.
2 The Diversity of Economic Concerns and
Priorities in Industrialized Democracies
Political systems can be evaluated in terms of their performance in a number of
areas. Onerich tradition in thefield of political sciencefocuses on evaluations in terms
ofexplicitpolitical criteria,suchasstability(Powell,1982),thetranslationofvotes into
effective representation (Taagepra and Shugart, 1989), the clarity of governmental
responsibility (Powell, 1989), and so on. The focus here is on a different area, i.e.,
economic performance. As Lange and Meadwell (1991) point out the performance of
theeconomyand government’s assumed responsibilityfor thisperformance is acentral
characteristicof theindustrializeddemocracies in thepostWorld WarIIera. Certainly,
numerous studies attest to the importance citizens attribute to economic problems and
successes when it comes to evaluating political leaders, parties and governments (cf.,
Lewis-Beck, 1990).
But as with political performance, the concept of economic performance is
multidimensional. Analysts need to decompose it in a systematic way. At the same
time, the list of economic problems that might confront a set of countries is obviously
long. Furthermore,theamountofinformationthatwouldneedtobeprovidedregarding
thesecountries’ performancesinall of theseareas wouldrequire spacewellbeyondthat
available. With these points in mind, I have chosen to focus on a restricted domain of
problem areas. Despite its restrictiveness, the domain itself contains problem
dimensionsthatarefrequentlyatthecenterofpolitical-economicdiscussionanddebate.
1At the same time the domain lends itself to a meaningful and systematic ordering in
termsoftherivalprioritiescompetingpolitical-economicinterestshavewithinadvanced
industrialized democracies.
The focus of discussion, then, in terms of the economic performance of these
countries, is on five areas. These include economic expansion or growth, full
employment, price stability, the equalization of income distribution and the balance of




stylized depiction of the differential preferences that can be said to prevail with respect
to the five potential problem areas is presented in Table 1.
Within the table one can see the generally strong contrast between parties on the
left, with their emphasis on achieving full employment and the equalization of income,
and rightist and centrist parties which deemphasize such goals and attach greater
importance to maintaining price stability and the balance payments equilibrium. This
scheme is employed not because I wish to suggest that there is now or ever has been an
exact correspondence between the party-type preference orderings specified and the
macroeconomic goals that parties actually have pursued. Furthermore, I do not intend
togivetheimpressionthatpartypreferencestructuresmightnotchangewithexperience.
Rather,theschemeisemployedbecauseitrepresentsaconvenientorderingdevicewhich
puts in relief both the major macroeconomic concerns held by many political actors in
advanced industrialized democracies. At the same time it does a reasonably adequate
job in illuminating the divergences in preferences that generally prevail within most if
not all of these political systems.
Socialist-Labor Center Conservatives
















































Table 1: Political Party Preferences Regarding Economic Goals
23 Comparative Economic Performance
in the Post World War II Era
3.1 Economic Expansion
Seenwithin abroadhistoricalcontext,theOECDcountriesinthepost-WorldWar
II period have achieved some major economic successes. The levels of income and
wealththattheyhaveproduceddwarftheirownpreviousaccomplishmentsandsetthem
well above the achievements of other countries in the world. On one of the most
commonly employed measures of economic performance, growth in GDP, the group
has on the whole been quite successful during the post-World War II period when
compared with its achievements during the peace-time years of the first half of this
century. This can be observed in Figure 1, where the average annual growth rates in
realGDPforsixteen oftheset oftwentycountrieshave beenplotted fortheperiodfrom
1900 through 1989. Splitting this near century-long period into two parts and ignoring
the World War years and the half-decades immediately following, the contrast in
performanceisstark. Thus,whilethefirsthalfofthiscenturysawarespectableaverage
growth rate of 2.67 percent, the experience of the second half has been far and away
superior with an average annual growth rate of 3.91 percent.
The latter period’s group average, however, obscures not only variation in
individual country experiences, to which I will return later, but also masksa significant
generalslow-downin the1970s and1980s. Thus,the 1950sand 1960s saw historically
exceptional growth in most of these countries with an annual rate of 4.65 percent in the
first of these decades and 5.12 in the second. The succeeding two decades’ were
characterizedbyareversiontowardthehistoricalnorm. Thepaceofgrowthinthe1970s








Figure 1: Growth in the OECD Economies During the 20th Century
1900 1910 1920 1930 1940 1950 1960 1970 1980
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Period 1: 1900-1913, 1924-1938
Period 2: 1950-1989
Source: Based on data provided in Maddison, 1991
3At least in the aggregate, the record on economic growth in the post-World War
II period has been superior although this group’s performance level has degraded as
time went by. How well did individual countries do and did they all suffer the decline
in performance that marked the group as a whole?
Table 2 presents data on theaverage annual rates of change in real GDP per capita
and thereby provides a picture of individual country growth performances. Over the
longhaul,Japanstandsoutintermsofitsdramaticallysuperiorgrowthrates;itachieved
an average of around 5.3 per cent per annum through these four decades. Others with
particularly high growth rates over the period include Italy, Portugal and Greece. The
laggards over the entire period were Switzerland and the four Anglo-Saxon countries,
the United Kingdom, the United States, Canada, and Australia. Of interest is the fact
that these five countries were also among the wealthiest at the beginning of the period
(cf.Table 3). AmongtheScandinaviancountries, thepictureissomewhat mixed. Two
of these countries, Finland and Norway, did better than the group average while the
othertwo,DenmarkandSweden,hadaslightlypoorerperformancerecord. Amongthe
ContinentalEuropeansthepictureisevenmoremixed; inacomparativesenseGermany,
Austria, and Spain did rather well while Belgium and the Netherlands performed rather
poorly.
When one takes into account the starting position of each of these countries (see
Table 3), the general picture that emerges here is very much in conformity with recent
argumentsabouttheconvergenceprocessin economicdevelopment. Brieflystated,the
expectation is that economies that have productive techniques that are behind a leading
nation, but are nevertheless not too far behind, are in a position to catch-up with the
leader. Theywilldoso,however,atratesproportionaltotheirdistancesfromtheleading
economy. Thus,thosewithinthepotentialconvergencecirclethatarethefurthestbehind
thetechnologicalleaderwill achieve productivitygrowth rates greaterthan thosecloser
to the leader and the leader itself (see, e.g., Baumol, Blackman and Wolf, 1989). This
process is illustrated in Figure 2 where the relationship between the starting position of
sixteen of the countries is plotted against productivity growth over the period. Here it
can be observed that those economies that achieved the greatest growth in GDP per
capita,or moreprecisely,thebest performancein productivitygains,werealso theones
with the lowest productivity levels at the beginning of the period. Conversely, the
wealthier and more productive countries at the starting point had the greatest difficulty
in achieving productivity growth.
The aggregate pattern of declining growth in GDP over the last four decades that
was noted earlier also comes through clearly when one observes the individual country
experiences. Nearlyallofthetwentyunderwentdramaticslow-downsduringthe1970s
and 1980s. There is only one minor exception to the general tendency, viz., Norway.
Itexperiencedsomethingof asurgeduringthe1970s;in themain,thiscanbeaccounted
for by the gains it made through oil production and export.
While the convergence model provides an important insight into the dynamics of
the group-wide slow-down, there were other factors at work. Both forces at the
internationaland nationallevelwere in play. Some of themostfrequently citedinclude
changes in the international economic scene. Here, for example, the breakdown of the
Bretton Woods system and the stable international economic environment it provided
was clearly important. The difficulties induced by its collapse, and the succession of
different regimes that succeeded it, included a tremendous rise in exchange rate
instability (see Figure 3). Further, the dramatic volatility in world commodity markets
generatedpressureswhichmanygovernmentshaddifficultyincopingwith. Outstanding
examples of this were thedramatic increases in the price of energy(see Figure 4).
2 The
varying impact of these shocks is illustrated in Table 4 where data on the costs of
petroleum imports (expressed as percentages of GDP) are displayed for most of the
countries.
4Table 2 Average Annual Rate of Change in Real GDP Per Capita, Full Period and Decades
1950-90 1950-59 1960-69 1970-79 1980-90
Australia 2.3 1.8 3.5 1.7 1.9
Austria 3.6 4.6 3.8 3.6 2.0
Belgium 2.6 1.1 4.1 2.9 2.0
Canada 2.6 1.7 3.6 3.2 1.8
Denmark 2.6 2.3 3.9 2.2 1.8
Fed. Rep. Germany 3.8 6.5 3.5 2.7 1.7
Finland 3.7 3.7 4.2 3.0 2.9
France 3.3 3.6 4.3 3.3 1.8
Greece 4.1 5.1 7.0 4.1 0.9
Ireland 3.1 1.4 3.9 3.1 3.2
Italy 4.1 5.3 5.9 2.3 3.3
Japan 5.3 3.8 9.3 3.5 3.7
Netherlands 2.5 2.7 3.6 2.3 1.3
Norway 3.2 4.1 2.6 4.1 2.2
Portugal 4.1 3.4 5.9 4.6 2.3
Spain 3.3 3.0 4.3 2.5 2.3
Sweden 2.5 2.7 3.6 1.6 1.7
Switzerland 2.2 2.7 2.9 0.8 1.7
United Kingdom 2.1 1.9 2.2 2.2 2.0
United States 2.0 1.6 3.0 2.2 1.6
Average, 20 Countries 3.1 3.1 4.3 2.8 2.1
Std. Dev., 20 Countries 0.9 1.4 1.6 0.9 0.7
Average, 16 Countries 3.0 3.1 4.0 2.6 2.1
Std. Dev., 16 Countries 0.9 1.5 1.6 0.8 0.6
Source: OECD National Accounts
Table 3 GDP per capita in 1985 US Dollars (in purchasing power parity terms)
1950 1960 1970 1980 1988
Australia 5929 7204 9978 11715 13321
Austria 2533 4476 6781 9616 11201
Belgium 4151 5207 7859 10499 11495
Canada 6913 7758 10668 13768 16272
Denmark 4512 5900 8556 10322 12089
Fed. Rep. Germany 3128 6038 8664 10993 12604
Finland 3152 4718 7259 9970 12360
France 3692 5344 8536 11148 12190
Greece 1225 1889 3798 5478 5857
Ireland 2599 3214 4865 6183 6239
Italy 2548 4375 6937 9986 11741
Japan 1275 2701 6688 9615 12209
Netherlands 4002 5587 8505 10632 11468
Norway 4263 5443 7761 11956 14976
Portugal 1050 1618 2919 4500 5321
Spain 1823 2701 5208 6514 7406
Sweden 4967 6483 9279 10910 12991
Switzerland 6668 9313 12688 14143 16155
United Kingdom 4973 6370 8006 9680 11982
United States 8665 9983 12923 15310 18339
Average 20, Countries 3903 5316 7894 10147 11811
Std, Dev., 20 Countries 1994 2193 2510 2717 3354
Average 16 Countries 4461 6056 8818 11266 13212
Std. Dev., 16 Countries 1823 1781 1844 1676 2025
Source: Summers and Heston (Penn World Tables, Mark 5, 1991)




















GDP per Hour Worked, 1950 (1985 US Dollars, PPP Basis)
Average Annual Growth Rate,
in GDP per Hour Worked,
1950-1988
Figure 2: Convergence in Labor Productivity
Sources: Summers and Heston, 1991; Maddison, 1982,1991;
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to the US Dollar
Based on analysis of data drawn from IMF,
International Financial Statistics Yearbooks
6Often cited is another development at the international level (cf., Frieden, 1991).




increased (see Figure 5), and thereby generally helped in promoting greater efficiency,
taken in combination with the even greater surge in the movement of capital across
national boundaries (see Figure 6), it has worked to narrow the latitude for national
macroeconomic management.
Obviously, developments within these national economies have also played an
important role in shaping the context for growth and performance along other
dimensions. Probably one of the most dramatic of these developments has been the
tremendous structural changes that these economies have undergone (cf., Maddison,
1991). Some data on labor markets help to illuminate this point (see Figure 7). In the
late 1950s, for example, an average of thirteen percent of the working age population
were employed in agriculture. By the end of this period, the employment level in this
sector had dropped below four percent. Services and industry, which includes
manufacturing, mining, utilities and construction, were roughly equal in size (26-27
percent) in 1958. By 1989, industry had declined by about one-fifth to approximately
twenty percent while services had ballooned to nearly 44 percent.
These changes played an important role in the growth dynamics of the OECD
countries.
3 The migration out of agriculture both moved people into more productive
activities and, particularly when the outflow was great, i.e., in the 1950s and 1960s,
helpedto relieve labor shortage problems and thereby restrained inflationary pressures.
On the other hand, the relative shrinkage of the manufacturing base and the explosive
growth of the service sector are often cited as a cause for the slow-down in growth.
4
This arose because of the difficulties that supposedly hold in achieving productivity
gains in the service sector, particularly relative to manufacturing. With services taking
an ever increasing share of factor inputs, the economy as a whole should experience a
number of significant problems, not least of which would be a diminution in growth.















Source: IMF, International Financial Statistics Yearbooks and
UN, World Economic Survey
7Returningforamomenttotheroleplayedby theshiftoutofagricultureinmeeting
the demand for labor in the first two decades, the general exhaustion of this pool may
also have contributed to the rise in labor militancy at the end of the 1960s. As Figure
8illustrates,thesucceedingyearssawmuchhigherlevelsoflabor-capitalconflict. This
too played a part in some of the economic difficulties that were experienced in many of
these countries.
Table 4 Petroleum Imports as a Percentage of GDP, Decade Averages
1950s 1960s 1970s 1980s
Australia 1.0 0.9 1.1
Austria 0.3 0.7 1.9 2.4
Belgium 1.9 2.2 4.5 6.9
Canada 0.9 0.6 1.3 1.1
Denmark 2.3 2.3 3.7 3.3
Fed. Rep. Germany 0.6 1.1 2.4 3.1
Finland 1.1 1.6 3.7 4.1
France 1.2 1.1 2.4 2.3
Greece
Ireland 2.9 2.5 4.7 4.5
Italy 1.3 1.5 3.6 2.8
Japan 1.1 1.4 2.9 2.9
Netherlands 2.8 2.6 4.8 5.1
Norway
Portugal
Spain 1.3 2.7 4.0
Sweden 2.4 2.1 3.3 3.9
Switzerland 1.7 1.4 2.3 2.5
United Kingdom 1.8 1.8 3.0 2.3
United States 0.3 0.3 1.4 1.6
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Figure 5: The Growth in Trade Openness of the OECD Countries
of Exports plus Imports
16 Country Annual Average
as a Percent of GDP






















Figure 6: The Growth in International Financial Integration



















Source: Based on OECD Labor Force Statistics
1970 1980 1989
9Finally,oneothermajorareaneedstobeconsidered. Thisisthesignificantdiversity
in investment rates across these countries and the effects that government budgetary
policies have had on these rates. Table 5 presents data on capital formation as a
percentageofGDPoverthefourdecadesofthisera. Oneisstruckbythegreat variation
in these figures, particularly some of the notable differences between Japan, the fastest
growing of these economies, and those of the United Kingdom and the United States,
two of the principal laggards in the growth area. For all of the countries there has also
been a marked drop-off in investment levels during the last decade. Two forces that
clearly have played a role here emanate from the fiscal practices of the state. These
involved the massive downward shifts in savings (see Table 6) on the part of the public
sector (the Norwegian case with its energy revenues being the principal exception) and
thegeneralshrinkageininvestmentbythepublicsectoritselfforinfrastructureandother
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Figure 8: Strike Activity in the OECD Countries
5 Year Annual Average
of the Number of Work




* Average figures for thirteen OECD countries:  Australia, Austria,
Canada, Denmark, Finland, Germany (FRG), Italy, Japan, the Netherlands,
Norway, Sweden, Switzerland, and the United Kingdom.
Sources: Based on data from ILO Yearbooks of Labour Statistics
and OECD Labor Force Statistics
10Table 5 Gross Domestic Fixed Capital Formation as a Percent of GDP
1950s 1960s 1970s 1980s
Australia 25.2 26.9 25.2 24.8
Austria 24.2 27.7 28.6 24.3
Belgium 17.9 22.3 22.7 17.1
Canada 24.1 23.8 24.0 21.6
Denmark 18.1 25.2 23.7 18.1
Fed. Rep. Germany 23.9 26.5 23.5 20.6
Finland 25.7 26.6 28.5 25.6
France 22.7 25.4 25.5 20.8
Greece 13.1 22.7 28.8 21.3
Ireland 20.7 26.8 22.1
Italy 22.0 28.6 28.4 23.1
Japan 27.5 34.5 34.5 29.9
Netherlands 23.9 27.1 23.3 19.5
Norway 30.0 28.9 31.8 26.3
Portugal 24.6 27.9 28.1
Spain 26.1 26.6 21.7
Sweden 21.4 24.9 21.8 18.7
Switzerland 22.3 30.4 26.9 26.0
United Kingdom 15.7 19.1 19.7 17.6
United States 19.5 19.4 19.9 18.3
Average, 20 Countries 25.6 25.9 22.3
Std. Dev., 20 Countries  3.6  3.7  3.6
Average, 16 Countries 22.8 26.1 25.5 22.0
Std. Dev., 16 Countries  3.6  3.7  4.0  3.7
Source: OECD National Accounts
Table 6 Government Savings as a Percentage of GDP
1950s 1960s 1970s 1980s
Australia 6.1 5.3 3.5 0.5
Austria 5.4 7.7 6.4 2.2
Belgium -0.6 1.5 0.7 -5.7
Canada 2.5 2.4 1.4 -3.0
Denmark 4.2 3.0 4.7 0.0
Fed. Rep. Germany 6.7 5.5 4.3 2.1
Finland 10.8 7.6 6.8 3.1
France 3.6 4.1 4.7 2.3
Greece 0.3 4.0 2.3 -7.3
Ireland 0.3 0.7 -2.2 -7.1
Italy 5.1 1.3 -4.2 -6.6
Japan 6.6 7.1 4.8 4.4
Netherlands 7.3 5.0 2.7 -1.3
Norway 8.9 7.1 6.6 8.3
Portugal 2.3 0.7 -1.9
Spain 3.8 2.7 -0.5
Sweden 6.6 8.2 6.9 1.7
Switzerland 5.2 4.5 4.0
United Kingdom 1.6 2.5 1.9 -0.3
United States 2.9 1.7 -0.4 -3.3
Average, 20 Countries 4.3 2.9 -0.4
Std. Dev., 20 Countries 2.3 2.9 4.1
Average, 16 Countries 5.2 4.7 3.4 0.5
Std. Dev., 16 Countries 2.8 2.3 2.9 3.8
Source: Cusack, 1991
11Table 7 Government Capital Formation as a Percent of GDP
1950s 1960s 1970s 1980s
Australia 4.3 4.0 2.9
Austria 4.1 5.0 5.2 3.9
Belgium 0.5 3.5 4.4 2.7
Canada 2.8 4.2 3.4 2.5
Denmark 2.8 2.4 3.5 2.9
Fed. Rep. Germany 2.9 4.7 5.0 3.3
Finland 6.7 5.1 4.2 3.8
France 3.8 2.8 3.4 3.6
Greece
Ireland 3.9 4.0 4.2
Italy 4.2 2.6 2.7 3.5
Japan 5.6 6.4 6.3
Netherlands 6.0 6.6 4.1 2.8
Norway 4.7 5.0 4.3 4.2
Portugal 2.8 2.8 3.9
Spain 2.7 2.6 3.1
Sweden 5.6 5.1 3.5
Switzerland
United Kingdom 4.2 4.1 4.7 2.7
United States 3.8 3.5 2.8 1.6
Average, 20 Countries 4.1 4.0 3.4
Std. Dev., 20 Countries 1.2 1.0 1.0
Average, 16 Countries 3.9 4.3 4.2 3.4
Std. Dev., 16 Countries 1.5 1.2 1.0 1.0
Source: Cusack, 1991
3.2 Full Employment
The "Golden Age" of capitalism is a term widely used to describe the period after
WorldWarIIuptothefirst"OilShock"in1973. Indeed,thegrowthratefiguresdetailed
above attest to the aptness of this characterization. On other dimensions of significant
economicimportance,onecanreadilyseehowspecialthistimetrulywas. Forexample,
the maintenance of full employment has always posed a special challenge to market
economies. Certainly the inter-war period saw significant problems arising in this area
with unemployment averaging 7.5 per annum among the OECD countries for which
relatively complete statistics are available (see Figure 9). During the Golden age, from
1950 through 1973, the group as a whole achieved major success in this area with
unemployment kept to an average of only 2.6 percent. Again, as with overall growth,
problems arose in this area after the first "Oil Shock" with the average rate of
unemployment more than doubling to 5.7 percent.
12In the aggregate, then, during the first two decades in the post World War II era
performancewith respectto employmentwas verygood. However,thesucceedingtwo
decades were marked by major problems. Once again, though, there was very wide
diversityintheperformanceacrossthesetofcountries(seeTable8). Japan,Switzerland,
Austria, and the Scandinavian countries, with the exception of Denmark, had notable
achievements: their period-long average rates of unemployment were relatively low
compared to the group as a whole and they were generally able to avoid or at least
minimize the major surge in unemployment that occurred in the last two decades of the
period. The pattern for the remaining European countries, which are also the European
Communitymembersinthegroupunderconsideration,wasalesssuccessfulone. Some
ofthemexperiencedinitialdifficultiesinthe1950s,viz.,Belgium,theFederalRepublic,
Italy and Denmark, did generally well in the 1960s, and then almost uniformly
experienced major problems later on, particularly in the 1980s where very high levels
ofunemploymentbecamethenormforthisclusterofnations. Twoofthethreeremaining
Anglo-Saxon countries, the United States and Canada, have had a consistently poor
record relative to the group norm, and have also experienced the major upward surge
toward the end of the period. Australia went from a relatively good performance level
in the early decades to a progressively poorer one.
The use of unemployment statistics to characterize performance with respect to
the goal of full employment has a number of drawbacks. One in particular is that it
shields from view the rather significant variation that exists across these countries in
terms of population participation rates in labor markets. Often there are entry barriers
to these markets that discourage participation. The denominator against which the
number of officially registered unemployed are compared to derive an unemployment
rate is thereby reduced with the consequence that the apparent level of performance is
artificiallyinflated. Ineffect,alowunemploymentratemayactuallymeanthatacountry
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13Table 8 Unemployment Rates, Full Period and Decade Averages
1950-90 1950-59 1960-69 1970-79 1980-90
Australia 3.9 2.0 1.9 3.9 7.4
Austria 2.6 3.9 1.9 1.4 3.2
Belgium 7.3 9.1 3.5 5.5 10.9
Canada 6.4 4.2 5.1 6.8 9.2
Denmark 6.6 9.5 3.5 4.9 8.3
Fed. Rep. Germany 4.5 6.1 1.0 2.8 7.6
Finland 2.9 1.3 1.9 3.6 4.8
France 3.6 0.6 0.7 3.5 9.0
Greece 5.6 1.8 6.7
Ireland 8.7 6.4 5.0 6.9 14.2
Italy 7.8 9.3 5.2 6.4 10.3
Japan 1.6 1.3 1.0 1.7 2.5
Netherlands 4.3 2.0 1.2 3.9 9.6
Norway 1.8 1.5 1.2 1.6 3.0
Portugal 6.7 6.0 7.1
Spain 8.1 1.5 4.2 17.5
Sweden 1.9 2.2 1.4 1.6 2.2
Switzerland 0.5 0.8 0.1 0.3 0.6
United Kingdom 4.4 1.6 2.0 4.2 9.5
United States 5.7 4.4 4.8 6.2 7.1
Average, 20 Countries 4.7 3.3 2.1 3.8 7.5
Std. Dev., 20 Countries 2.3 3.1 1.7 2.0 4.0
Average, 16 Countries 4.1 3.7 2.3 3.6 6.6
Std. Dev., 16 Countries 2.1 3.0 1.6 1.9 3.2
Source: OECD Labor Force Statistics
Perhaps a better way of assessing a country’s performance with respect to the full
employment goal is to compare the number of employed persons to a base that is
unaffected by rules and other forms of bias mobilization. Thereby one may gain a less
distorted view. Using the working age population as such a base, the data presented in
Table 9 offer a somewhat different perspective on the successes and failures of this
groupofnationsinachievingfullemployment. Forexample,someofthecountrieswith
really poor performances when measured with unemployment rates actually appear to
have had reasonable success during these decades. This success is to be seen in their
abilityto(a)maintainhigh(relativetothegroupnorm)ratiosofemployedtotheworking
age population base, and/or (b) achieve significant growth in this ratio through the
decades of the post-World War II era. The United Kingdom, the United States, and
Australia, relatively poor performers in terms of unemployment rates, have done
moderately well in terms of either maintaining high levels or expanding the actual rate
ofemploymentwhileothers,suchasmanyofthericherContinentalEuropeancountries,
have experienced eroding performance levels.
It should also be pointed out that the record of most of these countries in terms of
employing their working age population over these decades has been greatly aided by
the major expansion of employmentwithin the public sector (see Table 10). When one
nets out these government employment figures from the total (see Table 11), it can be
seenthat theeconomies of mostof these countrieshaveshown significantlydiminished
capacitiestoprovideemployment. This diminutionhasbeenparticularlystronginmost
oftheEuropean andScandinaviancountries. Japan andSwitzerland, twooftheleading
countries in terms of the maintenance of low unemployment rates, have had relatively
stable performance while Canada and the United States have greatly expanded their
employment rates on this alternate performance measure.
14Onefurtherdevelopmentplayedaroleinthevaryingmeasuresofsuccessachieved
in terms of confronting the employment problem. This was the growing participation
of women in the labor force. Traditionally men have been overwhelmingly present in
the labor market, either working or seeking employment, and women have been much
less active therein. Thus, in 1950, the average male labor force participation ratio was
91 percent for the sub-set of sixteen countries, and that for women was only 38 percent
(Maddison, 1991). The latter grew to about 45 percent by 1960 (see Table 12) and
continuedto grow to thelevelof nearly 63 percentby 1990. Ontheother handthemale
participationratiohaddroppedto around83 percentby theendof the1980s(Maddison,
1991). Furthermore, while growth in female participation rates occurred in all of these
countries, expansion generally was far greater in the Scandinavian and Anglo-Saxon
countries. The Continental Europeans were laggards although the 1980s seem to have
beenaperiodofmajorexpansionforeventhesecountries. Thisdevelopment,ofcourse,
goestogether with the generalpattern of service sectorexpansion discussed previously.
Women are overwhelmingly concentrated in this sector. Their employment
opportunitieshave thereforebeen fargreater in those countrieswhich haveexperienced
more dynamic growth in this sector. This has been particularly the case in Scandinavia
wherethetremendous growth in government serviceshas provided women with a large
labor market.
Table 9 Total Civilian Employment as a Percentage of Working Age Population, Decade
Averages
1950s 1960s 1970s 1980s
Australia 63.6 66.6 68.4 66.0
Austria 69.6 71.0 67.8 64.9
Belgium 56.7 60.1 59.8 55.5
Canada 57.3 58.8 62.4 66.2
Denmark 72.3 73.1 73.8 74.0
Fed. Rep. Germany 64.8 70.2 66.9 63.9
Finland 75.6 75.3 72.2 72.6
France 70.1 67.0 65.4 60.3
Greece 58.5 55.3 55.0
Ireland 63.1 64.1 58.9 53.0
Italy 58.2 56.3 53.6 52.6
Japan 73.5 71.4 70.1 70.7
Netherlands 58.6 58.9 54.4 53.8
Norway 68.1 67.7 70.1 75.5
Portugal 57.5 63.5 65.7
Spain 59.6 57.1 46.1
Sweden 70.9 72.5 75.8 79.6
Switzerland 68.2 71.3 76.8 72.1
United Kingdom 68.6 71.2 70.6 67.3
United States 60.8 61.0 63.3 67.5
Average, 20 Countries 65.6 65.3 64.1
Std. Dev., 20 Countries  6.1  6.9  8.8
Average, 16 Countries 66.1 67.0 67.0 66.4
Std. Dev., 16 Countries  6.0  5.9  6.7  7.6
Sources: OECD Labor Force Statistics
15Table 10 Civilian Government Employment as a Percent of Working Age Population
1960 1970 1980 1989
Australia 6.2 7.1 9.9 10.3
Austria 6.5 8.0 11.3 12.0
Belgium 5.0 6.7 9.5 9.6
Canada 7.6 10.8 12.3 13.7
Denmark 6.5 11.3 19.8 21.7
Fed. Rep. Germany 4.7 6.5 8.4 8.5
Finland 4.5 7.1 11.2 14.6
France 8.2 10.0 11.3 12.2
Greece 0.5 1.3 1.9 2.7
Ireland 5.4 6.8 8.7 8.6
Italy 4.6 5.6 7.6 8.1
Japan 5.1 5.1 5.9 5.6
Netherlands 4.8 5.6 6.4 6.2
Norway 7.9 10.4 17.3 21.8
Portugal 1.5 1.3 6.1 8.2
Spain 1.6 2.0 3.8 5.7
Sweden 7.8 13.8 23.2 24.5
Switzerland 4.5 5.7 7.6 7.6
United Kingdom 9.9 11.7 13.9 13.2
United States 5.4 7.4 9.4 9.5
Average, 20 Countries 20 5.4 7.2 10.3 11.2
Std. Dev., 20 Countries 2.3 3.3 5.1 5.6
Average, 16 Countries 6.2 8.3 11.6 12.4
Std. Dev., 16 Countries 1.6 2.6 4.7 5.5
Note that the 1960 figures are from other years for the forllowing countries: Canada (1961),
Ireland (1961), Spain (1964), Greece (1961), and Norway (1962).
Sources: OECD Printout, OECD National Accounts, OECD Labor Force Statistics and IISS,
The Military Balance
Table 11 Total Civilian Non-Government Employment as a Percentage of Working Age
Population, Various Years
1960 1970 1980 1989
Australia 57.3 63.1 56.5 59.0
Austria 65.3 60.7 56.2 53.2
Belgium 53.7 54.1 48.5 46.6
Canada 48.7 49.5 53.7 56.6
Denmark 66.2 62.4 53.9 53.0
Fed. Rep. Germany 65.8 63.0 57.4 56.3
Finland 73.2 66.8 60.8 59.2
France 60.8 56.0 52.4 47.1
Greece 61.8 54.2 52.4 52.1
Ireland 59.3 55.1 49.1 42.3
Italy 53.2 48.2 44.9 45.9
Japan 66.1 66.0 64.5 66.1
Netherlands 55.0 52.2 46.6 53.0
Norway 60.3 57.7 56.8 52.9
Portugal 57.8 57.8 60.2 59.1
Spain 57.7 57.5 46.1 41.8
Sweden 65.6 59.4 56.3 57.2
Switzerland 64.8 68.1 71.7 68.4
United Kingdom 61.0 59.1 55.8 58.5
United States 55.5 54.5 56.5 62.1
Average, 20 Countries 60.5 58.3 55.0 54.5
Std. Dev., 20 Countries  5.7  5.4  6.3  7.1
Average, 16 Countries 60.8 58.8 55.8 55.9
Std. Dev., 16 Countries  6.3  5.9  6.3  6.3
Note the 1960 figures for Canada, Ireland and Greece are from 1961, that for Norway is from
1962, and that for Spain is 1964.
Sources: OECD Printout, OECD National Accounts, OECD Labor Force Statistics and IISS,
The Military Balance
16Table 12 Female Participation in the Labor Force
1950 1960 1970 1980 1990
Australia 26.4 34.1 46.5 52.1 62.1
Austria 47.3 52.1 48.7 48.7 55.4
Belgium 31.9 35.7 40.2 48.2 52.4
Canada 26.1 32.0 43.2 57.2 65.4
Denmark 47.3 51.5 58.0 71.4 78.4
Fed. Rep. Germany 43.9 49.3 48.1 50.0 57.0
Finland 57.4 65.8 61.4 70.1 72.9
France 41.7 46.5 48.3 54.4 56.6
Greece 27.2 27.8 31.2 33.0 43.5
Ireland 36.0 34.4 34.3 36.3 38.9
Italy 32.2 36.7 33.5 39.4 44.5
Japan 53.7 56.1 55.4 54.9 60.4
Netherlands 28.3 26.2 28.3 35.4 53.0
Norway 28.9 36.3 38.8 63.2 71.2
Portugal 26.3 20.1 30.8 57.0 61.3
Spain 17.4 23.6 29.2 32.0 40.9
Sweden 33.7 51.0 59.4 74.1 81.1
Switzerland 37.2 51.0 52.3 54.1 59.2
United Kingdom 42.3 47.6 50.7 58.3 65.7
United States 36.1 42.6 48.9 59.7 68.6
Average, 20 Countries 36.1 41.0 44.4 52.5 59.4
Std. Dev., 20 Countries 10.0 11.8 10.3 12.2 11.6
Average, 16 Countries 38.4 44.7 47.6 55.7 62.7
Std. Dev., 16 Countries 9.4 10.1 8.9 10.3 9.6
Data for Ireland for 1950 and 1960 are actually from 1951 and 1961, respectively. For Greece the actual
years are 1951, 1961, 1971, and 1988.




In turn, the post "Oil Shock" period saw explosive price movements upward that make
the experience of the Golden Age seem relatively tame.
Inflationbecameamajorprobleminthelattertwodecadesofthisperiod. Hovering
around four per cent per annum in the 1950s and 1960s it ballooned to an average level
of over nine percent during the 1970s and then declined moderately through the 1980s
averaging slightly less than seven percent (see Table 13) during this decade. Some
countries did relatively well on average over the entire period. For example, Germany
and Switzerland were the best performers with inflation rates averaging under four
percent. Amongthewealthiercountries,Italy andFinland didthepoorestwithinflation
rate averages of over seven percent. Especially poor in performance herewere the four
poorercountries,Greece,Ireland,PortugalandSpain. Threeofthesecountriesaveraged
inflation rates of over nine percent throughout the entire period.
Across the first three of the four decades being examined there is little evidence
ofawidespreadpatternofstrongcontinuityintermsofrelativeperformanceoninflation
in the sixteen wealthier countries. In one decade a country might have done very well
relative to the others and then in the succeeding decade performed badly in relative
terms. However, justas inflation became amajor and widespread problemin the1970s
and was brought somewhat under control throughout the 1980s, the pattern of
inconsistency disappeared. Country performance in terms of inflation rates was highly
correlated across these two decades (r=.81). It would seem that as inflation became a
problem some countries were suddenly placed in a changed and unattractive situation.
The problem was no longer just as likely to go away as to stay; it became persistent.
17Table 13 Inflation, Full Period and Decade Averages
1950-90 1950-59 1960-69 1970-79 1980-90
Australia 6.6 5.8 2.7 10.4 7.3
Austria 5.0 6.8 3.6 6.2 3.9
Belgium 4.1 2.2 3.3 7.2 4.2
Canada 4.8 3.1 2.8 8.3 5.4
Denmark 6.0 3.3 6.0 9.3 5.8
Fed. Rep. Germany 3.6 3.0 3.1 5.2 3.0
Finland 7.2 5.8 5.9 11.0 7.1
France 6.5 6.8 4.1 8.8 6.6
Greece 9.6 6.0 3.0 12.5 16.7
Ireland 7.3 4.3 4.9 12.8 7.3
Italy 7.7 2.4 4.2 13.2 10.8
Japan 4.8 5.5 5.0 7.4 1.8
Netherlands 4.5 3.6 5.0 7.6 2.5
Norway 5.6 4.0 3.9 7.5 6.7
Portugal 9.5 1.0 3.1 14.5 16.7
Spain 9.2 7.9 6.1 14.3 9.3
Sweden 6.4 4.7 4.0 9.0 7.8
Switzerland 3.8 2.2 4.2 5.3 3.9
United Kingdom 6.9 4.4 3.8 12.5 7.2
United States 4.2 2.6 2.7 6.5 4.8
Average, 20 Countries 6.2 4.3 4.1 9.5 6.9
Std. Dev., 20 Countries 1.8 1.8 1.1 2.9 3.9
Average, 16 Countries 5.5 4.1 4.0 8.5 5.5
Std. Dev., 16 Countries 1.3 1.6 1.0 2.3 2.2
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18There is reason to believe that the success countries had in these last two decades
was in no small way shaped by institutional considerations (Alesina, 1988; Alesina and
Summers, 1993; Cukierman, 1992). Important here was the degree to which central
banks were independent of government authorities. Thus, using the Alesina’s measure
of central bank independence for fourteen of the sixteen countries (data not available
forAustriaandFinland),itisclearthatthegreaterthelatitudeaccorded thecentralbank
to pursue monetary policy, the more successful the country was in combating inflation.
In the 1970’s the correlation between the independence score and the average inflation
rate was -.82; in the 1980’s it was -.77.
3.4 Equalization of Income Distribution
Comparable and useful data on the distribution of income for these countries over
the four decades are very difficult to come by. Table 14 provides the best available
informationonincomedistributionforthetimeframeandcountriesunderconsideration.
The data characterize the distribution of disposable income across households within
these countries for each decade, when available. Disposable income reflects the
workings of both markets and government -- the former through the distribution of
employment and non-employment related earnings and the latter through the effects of
taxation and transfers. The data are presented in terms of the percentage of the total
disposable income available to each quintile (ranging from the lowest to the highest).
Dataarealso provided on thesharegoing to the highestdecile (seelast column) aswell
as asummary measure (column 3) thatshows theshare (expressed in percentage terms)
of the income received by the two lowest quintiles in relation to that received by the
highest.
There is a fair amount of diversity here both across countries at any one time as
well as in the movements over time. As to be expected, those states with fairly large
and well-developed welfare state systems have generally done best at providing more
equitableincomedistributions. Conversely,thosewith relativelyundevelopedones did
poorly on this dimension of economic performance. The Scandinavian countries,
Belgium, and the Netherlands generally had the most equitable distributions in any
decade although there seems to have been a fairly uniform retreat toward less equality
during the decade of the eighties within these countries. The United Kingdom also
displaysasimilarpattern. Germany,ontheotherhand,hashadatrajectoryofincreasing
equality through to the end of the period although it still straggles behind most of the
advanced welfare states.
Switzerland, France, Australia, Japan, and the United States stand out in terms of
their relatively poor performance with respect to the level and improvement in the
equalization of income distribution. Japan and Australia seem peculiarly exceptional
in that they experienced significant declines over the years.
19Table 14  Distribution of Household Disposable Income, OECD Countries, 1950s through 1980s,
Decade Averages Based on Best Available Data
Quintile(Qi):
(Q1+Q2) Highest
Country Decade as a % 1 2 3 4 5 Decile
of Q5
Australia 1960s 51.80 6.60 13.50 17.80 23.40 38.80 23.70
Australia 1970s 32.70 5.40 10.00 15.00 22.50 47.10 30.50
Australia 1980s 36.73 4.40 11.10 17.50 24.80 42.20 25.80
Belgium 1970s 57.11 7.00 13.80 18.80 24.00 36.40 21.70
Canada 1970s 37.71 4.40 11.25 17.90 24.95 41.50 26.00
Canada 1980s 43.53 5.70 11.80 17.70 24.60 40.20 24.10
Denmark 1970s 53.33 7.40 12.60 -{42.5}- 37.50 ----
Denmark 1980s 45.81 5.81 11.78 18.10 25.93 38.39 21.97
Finland 1960s 43.49 5.90 11.80 17.50 24.10 40.70 24.90
Finland 1970s 52.42 6.78 12.72 18.54 24.76 37.20 ----
Finland 1980s 49.02 6.34 12.11 18.41 25.48 37.65 21.66
France 1970s 36.63 5.30 11.00 16.50 22.67 44.50 28.80
Germany 1950s 36.51 5.60 10.70 16.05 23.00 44.65 ----
Germany 1960s 37.87 6.10 10.70 16.00 22.83 44.37 ----
Germany 1970s 39.60 6.72 10.98 15.53 22.07 44.70 ----
Germany 1980s 45.81 7.33 12.08 16.43 21.82 42.36 ----
Ireland 1970s 38.73 5.00 11.50 17.00 23.90 42.60 26.40
Ireland 1980s 40.14 5.20 11.60 17.20 24.00 42.00 25.80
Italy 1960s 33.95 4.95 10.75 16.30 21.80 46.25 30.70
Italy 1970s 39.72 5.97 11.37 16.27 22.83 43.63 27.70
Italy 1980s 45.85 6.80 12.00 16.70 23.50 41.00 25.30
Japan 1950s 41.41 6.10 11.50 17.10 22.80 42.50 27.00
Japan 1960s 36.44 5.00 11.30 16.23 22.67 44.73 29.30
Japan 1970s 31.82 3.80 10.90 16.30 22.80 46.20 30.70
Netherlands 1950s 36.71 5.25 11.05 15.50 22.50 44.40 29.35
Netherlands 1960s 42.19 6.50 11.60 16.40 22.70 42.90 27.70
Netherlands 1970s 60.58 8.60 13.75 17.88 22.87 36.90 22.31
Netherlands 1980s 57.90 7.68 13.72 18.11 23.52 36.97 22.03
Norway 1970s 51.62 6.25 12.85 18.85 25.00 37.00 21.70
Norway 1980s 49.48 6.00 12.90 18.30 24.60 38.20 ----
Portugal 1970s 30.96 5.20 10.00 14.40 21.30 49.10 33.40
Spain 1970s 42.08 6.00 11.80 16.90 23.10 42.30 26.70
Spain 1980s 48.50 6.90 12.50 17.30 23.20 40.00 24.50
Sweden 1970s 51.27 6.83 12.59 17.49 25.06 37.87 ----
Sweden 1980s 50.70 7.21 12.31 16.91 25.06 38.50 ----
Switzerland 1970s 26.47 4.80 9.80 13.40 16.90 55.10 34.40




Country Decade as a % 1 2 3 4 5 Decile
of Q5
United Kingdom 1950s 43.52 6.00 11.80 17.10 24.10 40.90 25.20
United Kingdom 1960s 51.16 6.67 13.22 17.62 23.60 38.88 ----
United Kingdom 1970s 52.51 7.15 12.80 18.21 23.98 38.00 22.73
United Kingdom 1980s 48.07 7.67 11.45 17.16 23.93 39.79 24.09
United States 1960s 34.05 4.00 11.05 -{40.67}- 44.20 ----
United States 1970s 33.80 4.56 10.42 -{40.70}- 44.32 ----
United States 1980s 37.47 4.70 11.00 17.40 25.00 41.90 25.00
Methods and sources:
Wheredata areavailable foronlyoneyearduringadecade,these valuesareprovided;
otherwisethedatareportedareaveragesfor theyearswithinthedecade for whichdataexist.
Normally, the sources report the data in terms of deciles or quintiles. However, sometimes
the information provided consists only of income ranges and group sizes. In such cases, an
mathematical algorithm was used to convert this information into quintile distributions.
The Australian data for the 1960s are based on "1966/67" values as reported by
Sawywer, 1976 (table 4). The 1970s values are for "1975/76" and derive from the World
Bank World Development Report for 1984. Data for the 1980s are based on 1985 figures
which are drawn from the World Bank World Development Report for 1993.
The1970sBelgian data aredrawnfrom theUnitedNations (1985) NationalAccounts
Statistics: Compendium of Income Distribution Statistics (p.52) which reports figures for
the period "1978/79."
Canadian data for the 1970s are based on the averages of the values for 1972 and
1977. The sources are Sawyer, 1976 (table 4) and the World Bank World Development
Report for 1984. Data for the 1980s are based on 1987 figures drawn from the World Bank
World Development Report for 1993.
The Danish data for the 1970s are based on the 1976 values taken from the World
BankSocial DevelopmentIndicatorsDiskette. The1980s valuesarebasedon theyear1981
and are drawn from the United Nations (1985) National Accounts Statistics: Compendium
of Income Distribution Statistics (p.144).
Data on Finland for the1960s are basedon 1966 values and aredrawn from Uusitalo,
1987. The 1970s values are the averages based on data for five years, viz., 1971, 1976
through1979. The1971and1976dataderivefromUusitalo,1987. The1977dataaredrawn
from United Nations (1981) A Survey of National Income Distribution Statistics (p. 102).
The1978and1979 dataderivefromAlestaloandUusitalo,1986(p.238). The1980svalues
are based on data for 1981 as reported in the United Nations (1985) National Accounts
Statistics: Compendium of Income Distribution Statistics (p. 167).
The1970sFrenchdataarebasedontheaveragesforthreeyears,1970,1975and1979.
Sawyer,1976 (table4)provides figuresfor 1970while theWorld BankWorld Development
Report for 1984 and 1993 are the sources for the latter two years.
Data on Germany are based exclusively on information drawn from various
Wochenbericht of the Deutsches Institut für Wirtschaftsforschung. The 1950s values
reportedaretheaveragesforthetwoyears,1950and1955. The1960valuesaretheaverages
for the years 1960, 1964 and 1968. The 1970s values are averages based on data for 1970
andeachyearrunningfrom1973through1979. Notethatthedatafortheyears1973through
1979 are based on a reclassification of the data as reported by the source. All values for the
yearsup toandincluding 1970comefromtheWochenberichtnumber25in 1970. Theother
datafor the1970s comefromnumbers 35 (1974),31 (1975),30-31 (1976),27 (1977),32-33
(1978), 46 (1979) and 38 (1980). The 1980s values are the averages for the years 1980,
1981,1983,1984,1985and1988. Thedatafor1981and1988alsoneededtobereclassified.
In consecutive order, the Wochenbericht sources are: 4 (1982), 30 (1983), 14 (1985), 45
(1985), 51-52 (1986) and 22 (1990).
DataonIrelandareavailablefortwo years,1973and1980. Theformerisdrawnfrom
Nolan,1981(p.69) andthelatter istakenfromtheUnited Nations (1985)NationalAccounts
Statistics: Compendium of Income Distribution Statistics (p.260)
The Italian data for the 1960s are based on two years’ values, 1967 and 1969, which
are drawn from Sawyer, 1976 (p. 27 and table 4, respectively). The 1970s values are based
on three years of data, those for 1972, 1976 and 1977. The 1972 values come from Sawyer,
1976 (p.27) while both the latter years’ values are drawn from United Nations (1981) A
Survey of National Income Distribution Statistics (p. 169). The 1980s values are from the
year 1986 and are taken from the World Bank World Development Report for 1993.
21Table 14, continued
The 1950s values for Japan are based 1959 data and are drawn from Stark, 1977 (p.
135)andareestimatesdevelopedbyWadafortheILO. The1960svaluesareaveragesbased
on 1962 and 1968 estimates by Wada reported in Stark, 1977 (p. 135), as well as Ishizaki’s,
1985-86(p.36)estimates,alsofortheyear1968. The1970svaluesarealsoWada’sestimates
as reported by Stark, 1977 (p. 135) for the year 1971.
Inthecase oftheNetherlands two yearly reportsare available for the 1950s. Data for
bothyears,1954 and1959,aredrawnfrom Sawyer,1976 (p.28). Sawyeralso reports(table
4) the one set of values that is available for the Netherlands in the 1960s, i.e., 1967. Four
separate annual values are available for the 1970s. The first, for 1973, is taken from the
United Nations (1981) A Survey of National Income Distribution Statistics (p. 211). The
data for the other three years, i.e., 1975, 1977, and 1979, are drawn from different volumes
oftheStatisticalYearbookoftheNetherlands(1981,1982,1983,respectively). Threeyearly
sets of values are available for the 1980s. One, for 1983, is drawn from the World Bank
World Development Report for 1993, while the other two, i.e., 1981 and 1986, are based on
data providedin the1984 and 1988 volumes of the StatisticalYearbook of theNetherlands.
Norwegian data for the 1970s arebased on two years, 1970 and 1979. The 1970 data
derivefromSawyer, 1976(table4)andthe1979data aredrawn fromtheWorld BankWorld
Development Report for 1993. The 1980s values are based on data reported for 1982 in the
United Nations (1985) National Accounts Statistics: Compendium of Income Distribution
Statistics (p.260)
Portuguesedata for the1970s are basedon "1973/74" values asreported in theWorld
Bank World Development Report for 1988.
Dataforthe1970sforSpainarebasedon the"1973/74"datareportedinSawyer,1976
(table4). The1980s values aredrawn from the World BankWorld Development Report for
1993 and are those reported for the period "1980/81."
Swedish data for the 1970s are averages based on 7 different yearly sets, viz., 1972
through 1976, 1978, and 1979. Data for 1972 derive from Sawyer, 1976 (table 4). Data for
1973 are drawn from the United Nations (1981) A Survey of National Income Distribution
Statistics (p. 314). The 1974 values are based on my own calculations of data reported for
the year in the Income Distribution Survey in 1974. The 1976 and 1978 data are my own
calculations based on data reported in the Statistical Abstract of Sweden, 1978 (p. 363) and
1981 (p. 354), respectively. The data for 1979 are drawn from World Bank World
Development Report for 1984. The values reported for the 1980s are based on 10 separate
yearsofdatarunningfrom1980through1989. TheoriginaldataarealldrawnfromStatistical
Abstract of Sweden, 1982/83 (p. 352), 1984 (p. 215), 1986 (p. 209), 1987 (p.207), 1988
(p.207), 1989 (p. 207), 1990 (p. 208), 1991 (p.211), 1002 (p. 199), and 1993 (p. 201). Due
to the non-standardized way in which the source presents the data it wasnecessary to us my
own calculations to derive the final values.
Data on Switzerland for the 1970s are based on 1978 values as reported in the United
Nations(1985) NationalAccountsStatistics:Compendium ofIncome DistributionStatistics
(p.260). The 1980s values are based on information taken for the year 1982 from World
Bank Social Development Indicators Diskette.
United Kingdom data for the 1950s are based on the 1959 values reported in Sawyer,
1976 (p.29). The 1960s values are based on 9 separate annual measures running from 1961
through 1969. The values for 1961-65 are taken from the Royal Commission on the
DistributionofIncomeandWealth,ReportNo.4,1976(p.111). The1966through1969data
come from Stark, 1976 (pp. 22 and 181 for the first two years and p. 225 for the last two).
The1970s data are based on 10 separate annual measures running from 1970 through 1979.
The 1970 and 1975 values are drawn from the Royal Commission on the Distribution of
Incomeand Wealth,Report No.4, 1976 (p.111). The 1971,1972 and 1973 data come from
the Central Statistical Office’s Economic Trends (Dec. 1980). The 1976 through 1979 data
are drawn from the Central Statistical Office’s Economic Trends (Dec. 1982). The 1980s
figures, are based on 8 annual measures running from 1980 through 1987. They are also
drawnfromvarious issues oftheCentral Statistical Office’s Economic Trends(1981-1989).
TheUnited States’ 1960 values arebased on data for 1966 and 1967 which aredrawn
from World Bank Social Development Indicators Diskette and Stark, 1977 (p.181),
respectively. The 1970 values are based on five years of data, i.e., from 1970, 1972, 1974,
1976, and 1978. The respective sources are: Stark, 1977 (p.181), Sawyer, 1976 (table 4),
Stark,1977 (p.181),theWorldBank SocialDevelopmentIndicators DisketteandtheWorld
BankWorld Development Report for 1984. Data for the 1980s arethe 1985 values reported
in the World Bank World Development Report for 1993.
223.5 Balance of Payments Equilibrium
Finally, the relative performances of these countries in terms of the external or
balance of payments equilibrium can be briefly examined. Table 15 provides the
period-longaswellasthefourdecadeaveragesforeachofthetwentycountriessurpluses
(+) or deficits (-) on the current account, one of the standard measures used in this area.
Approximately two-thirds of the countries weighed in with external account
positions that were on average in deficit over the whole period. Particularly bad
performanceswereregisteredbythelowerincomecountriesaswellastheScandinavian
group, Australia, and Canada. The Continental European group generally have
performedwell,managingonaveragetohavebeeninsurplus. GermanyandSwitzerland
have led the group in this area by accumulating on average rather large surpluses while
Japan turned in an especially good performance in the decade of the 1980s.
Table15 AverageAnnual Surpluson CurrentAccount asa PercentageofGDP,FullPeriodandDecades
1950-90 1950-59 1960-69 1970-79 1980-90
Australia -2.5 -1.2 -2.4 -1.2 -4.8
Austria -0.4 -0.5 -0.1 -0.8 -0.3
Belgium 0.4 1.3 0.3 0.6 -0.6
Canada -1.7 -2.6 -1.5 -1.3 -1.5
Denmark -1.9 -0.2 -1.9 -2.6 -3.0
Fed. Rep. Germany 1.6 2.4 0.8 0.9 2.1
Finland -1.3 0.5 -1.2 -2.3 -2.1
France 0.1 -0.6 0.9 0.4 -0.5
Greece -3.7 -6.2 -2.4 -2.3 -3.9
Ireland -4.1 -4.5 -1.9 -5.6 -4.6
Italy 0.0 -0.4 1.3 0.2 -1.0
Japan 1.0 1.0 0.2 0.8 2.1
Netherlands 1.5 1.5 0.4 1.1 2.7
Norway -2.1 -2.7 -1.8 -5.1 0.9
Portugal -2.9 -3.5 -1.3 -2.4 -4.6
Spain -0.6 -0.8 -0.1 -0.5 -1.0
Sweden -0.6 0.2 -0.2 -0.4 -1.9
Switzerland 2.1 1.9 -0.3 2.8 3.9
United Kingdom -0.3 0.6 -0.3 -0.6 -1.0
United States -0.2 0.2 0.6 0.2 -1.6
Average, 20 Countries -0.8 -0.7 -0.5 -0.9 -1.0
Std. Dev., 20 Countries 1.7 2.2 1.1 2.0 2.4
Average, 16 Countries -0.3 0.1 -0.3 -0.5 -0.4
Std. Dev., 16 Countries 1.3 1.4 1.1 1.8 2.2
Source: OECD National Accounts
233.6 Economic Performance and
Left-Right Preferences:
A Comparison of National Tendencies
Themassofinformationpresentedinthepreviouspages cannowbedrawntogether
toprovideaparsimoniousdepictionof therelative economicperformanceof theOECD
countries over the last four decades. Two scales are used here. One represents relative
success with respect to the economic preferences of the left and the other is an attempt
to describe the relative success in terms of the economic preferences of the right. Both
scales are composite indices based on two separate economic performance measures.
The left scale taps performance with respect to the two highest valued economic
outcomes for those on the left, viz., full employment and the equalization of income.
The right scale measures performance with respect to the two highest priority goals of
that wing of the political spectrum, viz., price stability and balance of payments
equilibrium.
Because of data availability problems, scores have been developed for only the
sixteen higher income countries. For each component measure, given that the four
decade averages are used, there are 64 observations. These observations have been
standardized with respect to the observed mean and standard deviationof the particular
series. Since a high score on the standardized unemployment indicator signifies poor
performanceintermsofthefullemploymentgoal,thescoreonthismeasureissubtracted
from the standardized score on the income distribution index in order to arrive at the
final value for the left performance scale.
5 Similarly, a high inflation score represents
poor performance in terms of price stability. Therefore, the standardized score for
inflationissubtractedfromthestandardizedscoreforthecurrentaccountsoastoproduce
a right performance index.
The results of these operations are plotted for each country in Figures11a through
11p. Letmebrieflydescribethedevelopmentsrecordedtherein.Bytheendoftheperiod
all four of the Anglo-Saxon countries had moved into the least successful quadrant.
Theirroutesto thisuncomfortable endzone were, however,different. Ontheone hand,
Canada and the United States moved from the position of moderate success in terms of
right preferences and unsuccessful performance in terms of left preferences. On the
other hand, both the United Kingdom and Australia retreated from positions that
combined at least near average if not relatively good performance on the right and
relatively good performance on the left dimension.
The four Scandinavian countries all share a fairly similar pattern in terms of their
movements. The1950sthroughthe1970sweremarkedbymajortradeoffsagainstright
preferences to the benefit of increasingly successful performance in terms of left
preferences. Thetransitiontothe1980sbroughtwithitareversalofthistradeoff. Greater
successaccruedtotherightatthecostsofdiminishedsuccessintermsofleftpreferences.
By the 1980s, indeed, only two of the four, i.e., Finland and Sweden, remained in the
quadrant of successful left and unsuccessful right performances. Denmark retreated
into the "failure all-around" category, while Norway moved into the quadrant of joint
success.
Three Continental European countries stand out as a group in terms of their
strikinglysimilartrajectoriesandapproximatepositionsthroughthefourdecades. These
three include Germany, the Netherlands, and Belgium. Having been so tightly
intertwined economically, this is not too surprising. Their early movements were
generally toward increasingly better performance in terms of left preferences, usually
at the expense of right preferences. The movement into the 1980s were characterized
by a uniform andradical reversal of direction with significant improvement accruing in
terms of right-favord outcomes at the expense of the performance preferences of the
left.
24The performances of the other Continental countries form a somewhat diverse
pattern. France moved from modest success on one or both dimensions in the first two
decades into the quadrant of joint failure. Italy, while making some gains in terms of
left preferences in the early part of this period, moved radically into the joint failure
zone by the 1970s and remained there in the succeeding decade. Despite a bit of
zigzagging, both Austria and Switzerland moved in the general direction of success
along both dimensions, and, indeed, by the 1980s the two countries were to be found in
the upper right hand quadrant.
Japan manifested generally superior performance along both dimensions through
the first three decades although the 1970s saw a drop to the point where performance
was slightly below average in terms of the two partisan preferences. The transition to
the 1980s were marked by a modest increase in success with respect to left preferences
combined with a radical improvement in terms of performance conforming to the
preferences of the right.
Over time there has been significant diversity in terms of the tendency for
performanceto conformto right or left preferences. The 1950s andthe 1960ssaw most
countries, eleven and twelve of the sixteen, respectively, doing above average in terms
of right preferences. All but three, however, had sunk to a below average right
performancein thedecade ofthe1970s. The 1980ssaw anincrease in thisnumber with
sevenhavingabove averageperformanceduring thisdecade. Ontheleft,the1960sand
1970ssawthemajorityofthestates,elevenandnine,respectively,doingaboveaverage.
The 1980s, however, saw a return to the situation of the 1950s where only seven were
performing above average in terms of left preferences.
Figure 12 is an effort to picture the central tendencies of these nations throughout
the post war period. It combines the information on relative success and failure with
respectto left andrightpreferences through thefourdecadesin such awayas to convey
the habitual placements of these states. Performances along both dimensions are
separated into two categories: frequent relative success, i.e., where the country was
above average along the relevant performance dimension during three or four decades,
and no or infrequent success, i.e., where the country experienced two or fewer decades
of above average performance. The largest grouping is composed of six states, three of
the Anglo-Saxon countries, viz, Australia, Canada, and the United States, two large
Continental European countries, viz., France and Italy, and the sixth, Denmark. All of
these countries fall into the joint failure category. The smallest grouping is composed
ofSwitzerlandandGermany. Thesestatesfallintothesuccessfulrightandunsuccessful
left category. Five countries, Austria, Finland, Norway, Sweden and the United
Kingdom belong to the polar opposite grouping, i.e., the category of frequent success
intermsofleftpreferencesandnoorlittlesuccessintermsofperformancesinconformity
with right preferences. The last category, joint success in terms of both sets of
preferences, is composed of a rather mixed group of countries including Belgium, the
Netherlands, and Japan.
25Figures 11a-11p  Relative Performance With Respect
















































































































































































































































































































































































































































































































333.7 The Political Strength of the Left and Right
and Relative Success in Preferred Macroeconomic Outcomes
The next section provides a discussion and analysis of competing arguments
regardingthepolitical sourcesof macroeconomicperformancein thefivespecific areas
described earlier. Here I would like to stop for a moment and consider the degree to
whichpolitics influenced the broad set of outcomes that have just been described. This
is done in a relatively straightforward manner. Using a measure that characterizes the
centerof political gravity along the left-right dimension in these countries over the past
four decades, an evaluation is made of the degree to which the political complexion of
a country at any one time bears any correspondence to relative success between the
preferred macroeconomic outcomes of the left and right. Figure 13 registers the
country-specificdecadeaveragesofthecenterofpoliticalgravityscoreonthehorizontal
axis. The differences between the left and right performance indices are measured on
the vertical axis. As can be seen in the chart there is some indication of a relationship
between the relative political powers of the left and right and the success with which
macroeconomicoutcomesaccordwithleftorrightpreferences. Asthecenterofpolitical
gravity shifts to the left, macroeconomic outcomes favoring the left as opposed to the
right tend to be realized, and vice versa. The regression results reported in the figure
are based on OLS. Even when one allows for both country-specfic as well as
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Macroeconomic Preferences Of The Right




Figure 12  A Classification Of OECD Countries In Terms Of Their
Macroeconomic Performances In Light Of Alternative Partisan Preferences
Preferences
344 Three Arguments Linking Politics
to Economic Performance
The aim of this section is to shed some further light on the political foundations
of the economic performance records described in some detail within sections 3.1
through 3.5. The analyses reported here should be viewed as tentative. The focus is on
three stylized arguments that are widely used in the literature. The first argument
emphasizestherolethatsocialconsensus,producedbycorporatistandsimilarstructures,
hasinmaximizingperformanceacrossavarietyofeconomicproblemareas. Thesecond
attributes significant importance to class-based partisan politics in generating
macroeconomic outcomes. The third argument focuses on the contribution of
government, particularly its budgetary and fiscal policies, to the production of
macroeconomic outcomes (see Figure 16 for a schematic overview).
Although these three arguments are often treated either implicitly or explicitly as
independentandcompetingexplanationsofthepoliticalbasisofmacroeconomicsuccess
andfailure,therearesomereasonstosuggestthattheyareindeedatleastpartiallylinked
and interdependent. This is highlighted in Figure 14 (as is the important idea that there
are other forces clearly at work). In sum, these arguments can be see as related to a
degree. For example, government budgetary and fiscal policies arenot set in a political
vacuum. There are substantial grounds to believe that the partisan preferences of
governing parties and their strength in society have an impact on the shape and form of
these policies (cf., Garrett and Lang, 1991; Cusack, 1992; Cusack and Garrett, 1993).
So too are there good reasons to believe that corporatist arrangements play a role in
shaping these governmental policies (cf., Schmitter, 1981; Summers, Gruber and
Vergara, 1993). Stepping further back, there are clear interdependences between the
development and maintenance of corporatist arrangements on the one hand and the
strengthoflaborintheeconomyandtheleftinpoliticsontheother(LijphartandCrepaz,
1991; Western, 1991). Nevertheless, for present purposes I will treat these arguments
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35as they are generally handled in the literature: they are assumed to contain factors that
are independent of one another and indeed can perhaps be treated additively in any full
model of the political basis of economic performance.
The three arguments are outlined in the following pages. Details on the steps
involvedinconductingtheempiricalanalysesoftheseargumentsarepresentedandthen
the results of the analysis are provided. While there is no expectation that debates can
be resolved here as to which, if any, of these arguments is correct, it may be possible to
identify the dimension or dimensions of economic performance that have shown
themselves susceptible to influence by political forces.
4.1 Social Consensus Model
One widely shared view about the way in which the political sphere shapes
economic performance is to be seen in various hypotheses regarding the way in which
broad based institutional patterns regulate the behavior of societal interest groups and
thereby either shield the economy or expose it to untoward influences. At its most
general level, this approach suggests that the manner in which interest groups interact
witheachother(and withgovernment)will shapethequalityofeconomicperformance.
Competition among these groups in various domains, particularly with respect to their
influence on government and its interference with the market mechanism, when
excessive and unbridled, will undermine economic efficiency and thereby generate a
variety of economic problems. In effect, if distributive struggles are not constrained by
stable institutional forms, economic performance will decline. Countries vary in the
extent to which institutional patterns have developed to manage conflicts over



























Figure 14  Politics and Macroeconomic Performance
36The most dominant school of thought in this approach argues that corporatism is
the most effective means of interest intermediation.
6 However, Lehner (1987) and a
number of others suggest that while corporatism does indeed help in that it can provide
better performance than predominantly pluralist systems, it can be surpassed in
guaranteeing superior economic performance by systems that have even more
encompassingformsofco-ordinationoftheinteractionsofthepublicandprivatespheres,
examples of which include Japan and Switzerland.
The presence of these state-society frameworks contribute directly to cooperative
and non-conflictual behavior on the part of the two major camps within the economy,
viz., capital and labor. This outcome will manifest itself in a number of ways, most
markedly in terms of the level of industrial conflict. Thus, peaceful capital-labor
relations, manifested by low levels of industrial conflict, are to be found in highly
coordinated economies, while stormier industrial relations mark capital-labor relations
in less coordinated economies. In the absence of any direct measure of institutionally
basedmechanismsfor generatingsocialconsensus Iwill rely on theputativebehavioral
manifestation,thescopeofstrikeactivity. AsMcCallum(1983,1986)hasdemonstrated,
this measure appears to perform adequately for the concept of interest.
4.2 Class-Based Partisan Politics Model
Inactuality there aretwomajor approaches linking class-based partisanpolitics to
macroeconomic performance. The first treats the strength of the left and labor (as well
as theright and capital) as additive elements to whatis effectively a force accumulation
equation. Strengthin thegovernmentalsphereaddedto strengthintheeconomicsphere
combine to determine the success or failure in a specific economic problem area and
likelyentailstheinversewithrespecttosomeothereconomicproblemarea. Thesecond
postulates that success with respect to most problem areas is conditional upon
non-contradictoryorcoherentpowerconstellationsinboththeeconomyandthepolitical
system.
Strength Leads to Success in Some Areas and Failure in Others. In its most
standardforms,theclass-based partisan politicsmodelargues thatsuccessfuleconomic
performance is influenced by one or both of the conditions of a strong labor movement
and a left/labor oriented government. At a minimum, the strength of labor and the left
should promote successful performance in at least three areas; these are growth (e.g,
Whiteley, 1983), full employment (e.g., Hibbs, 1987) , and equity in the distribution of
income(e.g., Brooks, 1983). Alternatively weak labor and a stronggovernmental right
willfacilitatetheapplicationofpoliciesandpracticesthatdonotprejudiceperformance
with respect to inflation or the balance of payments equilibrium and may indeed be
beneficial to price stability and external balances.
7
Countries with a center of political gravity on the left will be able to counteract
the potential problem of capital’s inability or unwillingness to provide productive
investment. A political system so configured can do this by enlarging the share of
publicly controlled investment and by implementing policies that insure that private
agents supply sufficient capital. Given their natural commitment to full employment,
leftgovernmentswithstrongelectoralsupportandpowerfulorganizedlaborwillbeable
to adopt macroeconomic policies that shore up demand and will also undertake direct
job creation and active labor market schemes, all of which can help guarantee full
employment. This political constellation is also the most conducive to the production
of equity in income distribution. The possibility of successful bargaining with capital
inthelabormarketandthepoliticalbasisforprovidingnon-marketsuppliedsupplements
to household income are both maximized in this situation.
37To capture the effects expected by this argument an index meant to capture
countries’ political centers of gravity on a left-right scale is used. This scale is a
composite measure that gives equal weight to the strength of organized labor, as
measured by union density and the political orientation of the government. The latter
index is based on the distribution of cabinet seats (by party) weighted by the position
of the parties on Castles and Mair’s left-right scale. Reversing Castles and Mair, the
cabinetseatsscalerunsfromlowvaluesimplyingright-wingorientationandhighvalues
a left wing orientation. Both the union and government measures have been
standardized.
8
Coherence Leads to Success. A more subtle argument in this tradition has been
advanced (Garrett and Lange, 1986; Alverez, Garrett, and Lange 1991). This suggests
thattheinteractionofthese twofactors,thepoweroflaborintheeconomyandtheleft’s
strength in government, is the politically important element in the determination of
macroeconomicperformance. Thelogichereisthatthestrengthandpartisanpreferences
of the governing party/coalition needs to accord with the dominant interests within the
electorate.
Symmetry needs to prevail in the distribution of power in both politics and the
market. Where the strength and orientation in these two spheres conflict, the potential
for a misfit is great between the policies of government and the willingness of major
economic interest groups to act in a cooperative fashion and thereby help achieve the
goals of these policies. The outcome is likely to be poor macroeconomic performance
all around. Where there is coherence between the two spheres, e.g., the left controls
government and labor is strong and encompassing, or where the right controls
government and labor is weak and divided, the potential for superior economic
performance in all areas is enhanced.
9 In other words, strength in one of these areas
when combined with weakness in the other will diminish the level of macroeconomic
economic performance. Superior performance, then, is conditional upon either the
presence or absence of both elements.
10
4.3 Government Failure Model
Thebasicpremisehereisthatthemarketmechanismisthemostefficientdistributor
ofresources within theeconomy. In theabsenceof anydisturbance ordistortions tothe
marketmechanism,performance,includingproductionandincome,willbemaximized.
Disturbances and distortions can be introduced by any number of sources. In the 20th
century, however, it is generally held that a major source of disturbance has been the
ever expanding role of government in the economy. Both directly through its taxation
and spending programs and indirectly through regulatory practices, government policy
alters the way in which resources are distributed and how they are used. Since
government does not need (nor indeed is it likely) to conform to the discipline of the
market (the incentive structure confronting those making decisions within government
are influenced by personal and group political interests), the upshot of its activities is
todistort thesmoothoperationof theeconomic system. Thisdistortion canbeexpected
toresultin a declinein economicefficiency andoverall macroeconomicperformance.
11
In light of developments during the 20th century, it can be seen that the potential
importance of government’s role in disturbing or supporting the proper functioning of
the market mechanism within these countries has grown appreciably. In Figure 15, the
trend in the average size of government, as represented by total spending as a share of
GDP, for ten of the sixteen countries in our group is plotted. At the turn of the century,
government spending accounted only slightly more than ten percent of GDP. During
38theinter-war period it averaged in thelow 20s. After World WarII, the rise in its direct
control of economic resources continued and culminated in spending levels equal to
nearly half of gross domestic product.
Inanefforttocapturetheempiricalmanifestationsoftheeffectsthatthisargument
entails, I will rely on different measures of government interference in the economy
withthespecificindicatorsusedbeingdependentuponthemacroeconomicperformance
measure under consideration. With respect to growth and unemployment, three
governmental spending aggregates are employed; these include capital spending,
subsidies, and civilian consumption outlays, all expressed as percentages of GDP. In
terms of inflation and the balance of payments, the term used is the government deficit
as a percentage of GDP. In terms of growth and full employment, the operational
hypothesis is that the greater a country’s government spending share, the poorer the
performance record in the economic sphere. Similarly, deficits are expected to drive
up inflation and diminish the balance of payments position of the country.
4.4 Model Specifications and Analyses
The analyses carried out here are limited by the availability of data. With respect
to four of the five economic performance measures, a pooled design was adopted and
measures based on six five-year averages (i.e., 1960-64, 1965-69, 1970-74, 1975-79,
1980-84, 1985-89) employed.
12 In the case of performance with respect to the
equalizationofincome,severerestrictionsintermsofdataavailabilitylimittheanalyses
undertaken to a set of data characterizing a one decade period (viz., the 1970s). In the
fourpooledanalyses,ageneralmodelspecifying,typically,bothexogenousinternational
and domestic economic factors, as well as a term or set of terms intended to capture the
effectsof aspecific political hypothesis, is used.
13 Thus, three basic political-economic
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39considerations incorporated within the specification is introduced. Furthermore, since
therearetwovariantson theclass-basedpartisanpoliticsargumentunderconsideration,
thismodelandthecombinedmodelareestimatedtwiceusingtwodifferentspecifications
of the impact of labor and left government power. The analyses are presented in the
same sequence as that used in Section 3.
The Impact of Politics on Economic Expansion. The formulations examined to
ascertain theimpactof various political factorson growth rate performance incorporate
not only the political term(s) relevant to a specific argument, but also take into account
factors that are used in many contemporary specifications of the economic bases of
growth. The general specification of the equation for economic growth is as follows:
where is an index reflecting the distance between the income per capita of country
i in period t and the income per capita of the richest among the OECD countries in the
same period (with 1 equalling the income of the richest and higher values reflecting
lower income per capita), is the first difference in a measure reflecting the lack
of world demand for exports (operationalized as the sum of trade weighted
unemploymentrates ofthecountry’s OECDtradingpartners),and is thecountry’s
private sector investment expressed as a percentage of GDP. The term is a vector
of political variables, the contents of which varies across themodel specifications. The
expectations with respect to the parameters for the exogenous economic variables are
as follows: and . The expectation that is positive is consistent with
the "convergence" or "catch-up" argument in modern economic growth theory (cf.,
Abramovitz,1986; Baumol,Blackman andWolf,1989; Barro andSala-i-Martin, 1992)
that posits growth rates to be inversely related to the relative position of the economy
vis-a-vis the technologically most efficient. The expectation that decreases/increases
in world demand will have a depressing/stimulating effect reflects the reality of the
heavy dependence of these economies on the international economy (cf., Alt, 1985;
Alverez, Garrett, and Lange, 1991). Finally, the inclusion of the investment term and




one term, strike days lost per worker, is employed and labelled the "Social Dissension
Index." The expectation here is that the estimate for this operational term’s impact on
economic growth should be negative, i.e., . In other words, the lower the level of
socialconsensus,thepoorertheeconomicperformanceintermsofgrowth. Inthesecond
political specification, involving the simpler argument with respect to class-based
partisan politics, the expectation is that the sum of labor’s strength in the economy and
the left’s strength in government, will, when at high levels, produce greater economic
growth compared with the situation where the additive combination of their power is
at low levels; this implies a . In the more complex formulation, the critical
expectation is that strength in both areas is amplifying while strength in one in the
presence of weakness in the other is debilitating. In sum, the expectation is that the
terms on the constituent elements, the score on labor strength and the score on left
government strength, should be negative while the estimate on the interaction term
should be positive. With respect to the government failure model, the expectation is
thatalloftheparametersassociatedwiththegovernmentexpendituretermsarenegative.










40Tables 16a-16b present the estimation results for the various specifications of the
political-economic bases of growth. One can observe across all the equations that the
economic factors have estimated impacts consistent with expectations. Almost
uniformly, however, there is little in the way of support for the various political
hypotheses. Thus,whiletheparameteronthesocialdissensionindextakesonthecorrect
sign, it lacks statistical significance. The same lack of consistency with expectations
holds for all of the expenditure terms in the government failure model. Results with
respect to the class-based partisan politics model are mixed. In the case of the simpler
formulation,theestimateon theparameter fortheLeft-LaborPowerIndex (theadditive
variable) takes on a sign opposite that expected but nevertheless is statistically
insignificant. On the other hand, some modest support emerges for the more complex
formulation of this model which includes the interaction term and its constituent
elements. With respect to the government failure model there is little in the way of
support for the expectation that the size of major government spending programs
undermines economic growth. Indeed, there is only one case of a modestly significant
(p<.10) coefficient on the expenditure terms, that for government investment, and it
takes on a positive, i.e., growth enhancing value.
Table 16a  Pooled Analyses of the Potential Political and Economic Determinants of the Growth Rate
in Real GDP Per Capita
Model: Social Class-Based Government Joint
Consensus Partisan Politics Failure
Variable:
Relative Income 1.21 1.19 .1.07 1.10
(7.95) (7.67) (6.06) (6.35)
World Demand Factor -.581 -.612 -.646 -.575
(-2.04) (-2.16) (-2.92) (-2.42)
Private Sector Investment .143 .141 .138 .150
(5.95) (5.95) (5.31) (6.16)
Social Dissension Index -.565. -.528
(-1.34) (-1.09)
Left-Labor Power Index -.049 -.028
(-1.28) (-0.45)
Government Investment .114 .083
(1.84) (0.94)
Government Subsidies -.120 -.131
(-1.00) (-1.27)
Government Civilian -.017 -.001
Consumption (-0.55) (-0.01)
Constant -1.82 -1.84 -1.56 -1.81
(-3.33) (-3.43) (-2.67) (-2.07)
.667 .665 .675 .672
number of cases 90 90 90 90




41Table 16b  Pooled Analyses of the Potential Political and Economic Determinants of the
Growth Rate in Real GDP Per Capita




Relative Income 1.24 1.12
(7.92) (6.62)
World Demand Factor -.563 -.488
(-1.85) (-2.15)
Private Sector Investment .127 .133
(5.00) (6.25)
Social Dissension Index -.214
(-0.38)
Labor Power -.036 .121
(-0.32) (0.80)
Left Power -.068 -.040
(-0.57) (-0.30)











number of cases 90 90
The Impact of Politics on Full Employment. The next economic outcome to be
analyzedisthatofperformance withrespect tounemployment. Thefollowingequation
is used:
Included here is only one economic term, a level measure of the relative absence
of world demand. The expectation here is that lower levels of world demand will be
transmittedinto higherlevels ofunemployment. Giventhescalingof the term,this
would imply that the estimate for should be positive. Expectations regarding the
political terms are as follows. The impact of social dissension should be to raise the
level of domestic unemployment. In terms of the simpler version of the class-base
partisanpoliticsmodel,theparameterontheLeft-LaborPowerindexshouldbenegative.
In the more complex version of this model, the interaction term should be negative.
With respect to the arguments from the government failure model, one should see
significant negative coefficients for all of the terms.
The results from the various estimations dealing with the putative determinants of
unemploymentlevelsarereportedinTable17a-17b. Itisclearfromalloftheestimations
thatthe world demand factor plays animportant role in shaping thepossibilities for full
employment. Whatalsocomes throughclearlyherein thepresentcase, incontrast with









42The evidence suggests that social consensus lowers unemployment. Similarly,
both the class-based partisan politics formulations receive support for the general
expectation that the stronger labor and the left are, the lower the unemployment. Here,
though, it is clear that the more complex formulation, involving the notion that it is the
joint presence of both conditions, receives far greater support and does a better overall
job in accounting for the variation in unemployment performance than does the social
consensus model. Contrary to the expectations one would draw from the conservative
image of the effects of government’s involvement in the economy, the results suggest
that a greater degree of government involvement in the economy (in two of three
instances,viz., capitalspendingand subsidies)isconducive to loweringunemployment
levels. In termsof the overall fit of the individual models, it is also clear that themodel
dealing with government’s control and use of economic resources has the greatest
success. In turn, it is evident that the joint models, combining all three political
hypotheses, do the best job in accounting for performance in terms of unemployment.
Overall, the joint model that includes the more complex formulation of the class-based
partisan politics model does prove to be the best specification, both in terms of its
explanatory power as well as its demonstration of the importance of all the possible
sources of political influence.
Table 17a  Pooled Analyses of the Potential Political and Economic Determinants of Unemployment
Model: Social Class-Based Government Joint
Consensus Partisan Politics Failure
Variable:
World Demand Factor .918 .866 .760 .830
(17.11) (19.87) (9.27) (9.84)
Social Dissension Index 4.13 2.27
(3.94) (2.82)
Left-Labor Power Index -.210 .060
(-2.70) (0.66)
Government Investment -.944 -.796
(-4.21) (-4.13)
Government Subsidies -.736 -.726
(-5.37) (-5.17)
Government Civilian .129 .093
Consumption (2.60) (1.68)
Constant -.686 .521 4.44 3.50
(-2.23) (2.14) (3.06) (2.74)
.552 .464 .677 .700
number of cases 90 90 90 90
R
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43Table 17b  Pooled Analyses of the Potential Political and Economic Determinants of
Unemployment




World Demand Factor .927 .821
(20.73) (10.98)
Social Dissension Index 1.36
(1.90)
Labor Power -.359 -.158
(-1.65) (-0.48)
Left Power .172 .238
(0.68) (1.24)











number of cases 90 90
The Impact of Politics on Price Stability. Attention now turns to the
political-economic foundations of price stability. These are putatively captured in the
following equation:
Thegeneralformulationtobeestimatedincludesanumberofeconomicandinstitutional
terms in addition to the political variables directly tied to the three main approaches to
explaining the political basis of performance on this dimension. Of critical importance
in terms of institutional matters is the degree of central bank independence, . The
inclusion of this term is consistent with arguments and evidence regarding how such
independence facilitates credibility on the part of monetary authorities and thereby
enhances their capacity to facilitate lower inflation rates (cf. Cukierman, 1992;
Cukierman, Webb, and Neyapti, 1992; Alesina, 1988 ; Alesina and Summers, 1993;
Grilli, Masciandaro and Tabellini, 1991). Given the scaling of , where a low score
represents minimal independence and a high score signifies maximum independence,
the expectation for the estimated coefficient is .
14 The inclusion of the imported
inflation term reflects the importance of changes within the international economic
system to developments within the national economic sphere. The expectation here is
thatimpulsessuchashigherpricesforimportedgoodsandserviceswilltranslatedirectly
into increases in the domestic price level, i.e., . A trade openness term, ,
operationalized in terms of exports as a percentage share of GDP is also included on
grounds somewhat similar those that substantiate the inclusion of a measure of central
bankindependence. Romer(1993)has shownthattheimportance ofinternational trade
is a vital factor in a monetary authority’s ability to restrain inflation. This followsfrom
therecognitionthatunanticipatedmonetary expansion hasanegative impacton thereal
exchange rate. Sensitivity to this effect is higher in more open economies; it follows
R
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44that this source of inflation is held in check to a greater degree than in economies less
dependent on foreign markets for sales of their goods and services. The expectation on
this term, then, is that .
Theestimationresultsforthediversespecificationsofthepolitical-economicbases
ofinflationarereportedinTables18a-18b. Inmostinstancestheexpectationsregarding
the influence of economic and institutional factors receive support. Central bank
independence appears to lower the rate of inflation. Price movements emanating from
the international economic system play an important role in the movement in overall
prices confronting the economy. And the constraints stemming from the reliance upon
world markets appear to dampen inflationary tendencies.
Estimates for the impacts of the political terms are generally consistent with
expectations. Social dissension takes on the appropriate sign in all of the equations in
which it is included but is statistically significant at the more conservative level of .05
in only the specification where it is the single political term included. The simpler
versionoftheclass-basedpartisanpoliticsformulationwouldappeartoprovidethemost
consistent estimates with respect to the expectation that weak unions and strong right
governments are conditions for lower inflation rates. The expectation that government
deficits bring about higher inflation would appear to be supported.
Table 18a  Pooled Analyses of the Potential Political and Economic Determinants of Inflation
Model: Social Class-Based Government Joint
Consensus Partisan Politics Failure
Variable:
Central Bank Independence -3.17 -3.88 -4.57 -3.32
(-2.03) (-2.36) (-2.47) (-1.82)
Imported Inflation 1.45 1.57 1.59 1.41
(5.33) (5.27) (5.86) (5.50)
Openness -.027 -.073 -.055 -.055
(-1.00) (-2.33) (-1.89) (-2.09)
Social Dissension Index 2.85 2.17
(2.37) (1.70)
Left-Labor Power Index .139 .248
(2.37) (4.46)
Government Surplus (+) / -.189 -.172
Deficit (-) (-2.66) (-1.98)
Constant 5.55 7.47 7.30 6.40
(3.93) (4.79) (4.97) (4.12)
.653 .620 .652 .689




45Table 18b  Pooled Analyses of the Potential Political and Economic Determinants of
Inflation




Central Bank Independence -4.23 -3.79
(-2.48) (-2.06)




Social Dissension Index 2.10
(1.57)
Labor Power -.140 .267
(-0.83) (1.23)
Left Power .438 .372
(2.20) (1.96)
Labor Power * Left Power -.171 -.080
(-0.76) (-0.40)





number of cases 78 78
The Impact of Politics on the Equalization of Income Distribution. As noted
above, data restrictions severely limit the scope of analysis that can be undertaken with
respecttothepoliticalsources ofincomedistributionequalization. Attentionisfocused
onthedecade ofthe1970sandthecasesconsidered arelimited to 15of the16wealthier
OECD countries. Three different models are to be estimated. The first deals with the
socialconsensuspositionand specifies thatthedegreeofequalityin disposableincome
is simply a function of the level of social dissension,
.
15 The second posits that the level of equality
is positively associated with the combined strength of labor in the economy and the left
in government, .
16 The final specification
deals with the effects of government taxation and expenditure policies. It posits that
theequalization of incomeincreases with thelevel of taxationon personal incomes and
thegenerosityofsocialwelfaretransferpayments, .
17
Results from the analyses of the equations are mixed. On the one hand, there
appears to be absolutely no relationship between the degree of social consensus andthe
equalization of incomes. The results from the OLS estimates for this specification are
asfollows(notethatt-statisticsarereportedimmediatelybelowtheparameterestimates):
On the other hand, the results from the analyses dealing with the effects of both
class-based partisan politics and governmental taxation and social welfare policies are
quitestrong. The relationship between the strength of labor and the left on the one side
and the equalization of income distribution on the other are plotted in Figure 16 below.













46of the center of political gravity on equalization. As can be seen, the regression results
are supportive of the argument that labor union strength and leftist government power
are conducive to income equalization:
The overall fit of the equation specifying the effectsof governmental taxation and
socialwelfarepoliciesisequallyasstrongandsuggeststhatbothgreatertaxesonpersonal
income and generosity in the social welfare policies appreciably improve the level of
equality in the distribution of household disposable income:
The Impact Politics on the Balance of Payments Equilibrium. The current
accountrepresentsthebalancebetweenacountry’sreceiptsanditsexpendituresvis-a-vis
the international economy. It can be seen in national accounting terms as equivalent to
the following identity:
Inotherwords,itisequaltothedifferencebetweenprivatesectorsavings andprivate
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*   -- Values for the decade of the 1970s
  -- Averages for the decades of the 50s, 60s, and 70s
Figure 16  The Center of Political Gravity and the




I will restrict attention to the behavior of the private sector, that is the focus will be on
the balance between private savings and investment .
Thegeneralequationusedtoassesstheeffectsofpoliticsonthiscriticalcomponent
of the balance in the current account takes the following form:
That is to say, the private savings less investment (expressed as a percentage of GDP),
, is a function of the degree of central bank independence, the income level of
thecountryrelative to thewealthiest state, adummy term fortheUnitedStates, and
avector ofpolitical variables. In termsofthenon-political elements ofthisformulation
theexpectations areas follows. Centralbankindependence shouldtendto foster higher
real interest rates and thereby encourage savings relative to investment. Therefore one
should expect that . The relative attractiveness of lower income (hence lower
wage) countries should foster foreign investment, while at the same time the
unattractiveness of internal investment in high wage, low growth countries should tend
to encourage savings relative to local investment; hence, one would expect .
Finally, because of the special role of the United States in the modern international
economic system is likely to have diminished its external balance, other things being
equal, one expect .
With respect to the impact of social consensus on the balance, one would expect that a
high level of social dissension would make a country an unattractive to investors. This




see the savings-investment balance move into the negative. This corresponds with the
expectation that the parameter on the social dissension index would be positive. The
propensity for both the left and labor to discount the importance of external balance,
relative to such domestic prioritiesas full employmentand theequalization ofincomes,
should lead to countries with center of political gravities on the left end of the scale
tending to undermine the propensity for savings and thereby driving the balance into
the negative. Therefore, one would expect the term to be negative in the simpler
class-based partisan politics model. In the more complex version of this model, the
interactivetermshouldhaveapositivecoefficientwhiletheparametersontheconstituent
terms should be negative. Finally, in the case of the government failure model, the
supposed failure of the Keynesian remedy for macroeconomic policy should lead to
private actors discounting the effects of government stimuli, represented by deficit
spending, in the anticipation of higher future taxes. This would accord with the
"Ricardian Equivalence" effect. Thus, the on the government surplus/deficit term
should be negative. If, on the other hand, aggregate demand was being stimulated by
deficits,onewouldexpectsavingsto diminishandinvestmentto increase,which would
be consistent with an effective aggregate demand stimulus policy, and a .
The results from the analyses of the equations dealing with the private sector
savings-investmentbalance are presented in Table 19a-19b. Across all of theestimates
it can be seen that most of the expectations regarding the non-political terms are
supported. Central bank independence tends to enhance the balance and high incomes
(wages) tend to diminish it. Also, the tendency for the United States to run imbalances
comes through clearly. In terms of the political elements it is clear that the model
focusingongovernmentfinancedoesamuchbetterjobthentheotherindividualpolitical
















48for variation in the private sector balance. Here, though, the results with respect to the
impact of social consensus contradict expectations. Social dissension would appear to
be associated with an unfavorable balance, i.e., investment rates greater than savings
rates. It might be the case that countries with high social consensus are capable of
fostering greater overall levels of savings and thereby generating excess capital which
can be invested overseas. In terms of the simpler class-based partisan politics
formulation, it would appear thatleft-labor strength is indeed conducive to unfavorable
imbalances. However the results from the more complex formulation seem to suggest,
particularly in light of the negative parameter estimate on the interaction term, that
supposedly concordant political systems are less capable of generating favorable
balances between savings and investment. The results in the joint models once again
lend support to the government failure hypothesis.
Table 19a  Pooled Analyses of the Potential Political and Economic Determinants of the Balance
Between Private Savings and Investment
Model: Social Class-Based Government Joint
Consensus Partisan Politics Failure
Variable:
Central Bank Independence 6.26 4.64 4.30 2.13
(4.06) (3.51) (2.76) (1.41)
Relative Income -2.29 -2.38 -3.07 -2.94
(-2.07) (-2.24) (-4.18) (-4.68)
USA dummy -1.85 -4.19 -3.20 -4.41
(-2.02) (-6.21) (-4.56) (-5.02)
Social Dissension Index 1.39 -3.09
(0.74) (-3.72)
Left-Labor Power Index -.567 -.389
(-5.36) (-3.21)
Government Surplus (+) / -.748 -.774
Deficit (-) (-7.09) (-8.60)
Constant 1.86 3.41 4.30 5.94
(0.93) (1.70) (2.81) (4.93)
.125 .244 .595 .669
number of cases 78 78 78 78
R
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49Table 19b  Pooled Analyses of the Potential Political and Economic Determinants of the
Balance Between Private Savings and Investment




Central Bank Independence 5.85 2.77
(4.02) (1.70)
Relative Income -1.95 -2.67
(-2.57) (-4.38)
USA dummy -3.30 -3.56
(-5.49) (-4.23)
Social Dissension Index -3.35
(-4.36)
Labor Power 2.37 .883
(1.81) (1.46)
Left Power -1.12 -.541
(-3.83) (-2.02)
Labor Power * Left Power -.517 -.504
(-1.38) (-2.22)





number of cases 78 78
Discussion. Taken in the aggregate, the results that have just been presented
provide a mixed but nevertheless interesting picture. Contrary to the findings with
respect to the other four areas of economic performance, growth does not seem to be
particularly susceptible to the effects of varying political constellations. In the other
areasofmacroeconomicperformance,however,differencesinpoliticalconditionsseem
to play, at least in part, significant roles.
In the case of full employment, for example, social consensus and concordant
mixesofleftandlaborpowerappeartoaidintheachievementofthisgoal. Interestingly,
thecharacter of government finances also appear to be animportant element in shaping
relative success and failure in labor markets, and, in most cases, in ways inconsistent
with the expectations of the government failure model. In other words, high levels of
government involvement in the economy, particularly in terms of providing
infrastructure investment and subsidizing industry, contribute to lower unemployment
rates.
Sotoowithinflation. Here,though,allofthevariouspoliticalargumentsthathave
been evaluated have found some support. Social consensus helps to generate lower
inflation, as does weak labor and astrong right. In addition,the anticipationthat deficit
spending is inflationary found seems to born out by the statistical results.
The general proposition that equalization of income also is influenced by political
factors was sustained. While the level of social consensus seems to play no role, the
ideasthatthestrengthof leftandlaboras wellas thetaxationandsocialwelfare policies
of governments are instrumental in promoting equality were substantiated.
Finally, some support was also found for the general argument relating politics to
the ability to affect one of the principal components of the external current account, the
balancebetweenprivatesectorsavingsandinvestment. Contrarytoexpectations,social
consensus appears to contribute negatively to the overall balance. This somewhat
paradoxicalresultmayactuallyreflectagreaterabilityofhighlycoordinatedeconomies
to sustain higher savings rates while less coordinated economies have to rely upon
R
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50externalcapital. thepower oftheleftandlaborseemto diminishthecapacitytoachieve
apositivebalancewhich, giventhetendencyof theseinterests to prioritizeinflationand
the external account, seems plausible. The results reported above are also consistent
the idea that government’s efforts to stimulate the economy through deficit spending
may have untoward consequences in the external balance.
Theadmittedlylimitednatureoftheforegoinganalysisrendersit difficulttoreach
anydefinitiveconclusionsregardingthethreeapproaches. Noneofthethreeapproaches
(and variants) garnered evidence that was uniformly supportive. Still, some general
patterns did emerged. Aside from some modest support for the coherence version of
the class-based partisan politics model, the effects of political factors on growth appear
to be nil. The existence of tradeoffs between left and right preferences in terms of
macroeconomic outcomes, specifically with respect to unemployment and inflation,
seem not to manifest themselves in the presence of social consensus. Both the desired
outcome of full employment and price stability can be achieved under conditions of
social consensus. Interestingly, such consensus will do nothing to advance the goal of
income equalization. Partisan politics does seem to matter in most of the economic
problem areas examined. There is some evidence that a strong left and labor will bring
about lower unemployment and greater equality at the cost of higher inflation and a
poorer performance on the external account. It should be noted, however, that the
coherencevariant doesas well if not better in termsof accounting for performance with
respect to full employment. The effects of government appear to go in both direction.
In broadest terms its fiscal policies can clearly do some good in terms of lowering
unemployment and generating equality; but when operating under deficit financing it
can undermine price stability.
5 Conclusion
Giventhecomplexandtangledmacroeconomicproblemsthathaveconfrontedthe
OECD countries in the post-World War II period, even the extensive amount of
information contained in this paper can only serve to provide a glimpse of the progress
and problems that have confronted these countries in the economic sphere. It is clear,
however, that this period on the whole has been one where major economic progress
has been made and where the difficulties faced were certainly less grave than those in
the earlier part of this century. Nevertheless, the intensity of these problems has
heightened with the passage of time. In light of the major structural changes that are
still underway, and taking into account the increasing pressures emanating from the
internationaleconomicsystem(bothintermsofcompetitivechallengesandthegrowing
loss of national control over international financial flows), these problems are likely to
continue to pose challenges to these countries.
As thedescriptions supplied above demonstrated, there weremarked variations in
theperformancesofthesecountriesover thefourdecade periodcovered. Afairnumber
of countries would appear to have revealed a preference for trading success in some
areas against failure in others. Not many achieved victory along all dimensions. Quite
a few appear to have been relatively hapless in handling the economic challenges that
confronted them.
Ultimatelythequestionneedstobeansweredastowhetherthisvariationinsuccess
and failure can be attributed, at least in part, to the influence of political forces. As we
haveseen,economicforcesatbothnationalandinternationallevelsarepowerful. There
should be no expectation that they can be completely overcome by the workings of the
political system. Still, there is no denying that politics and the policies of government
canplayarole adaptingtothese challenges. Politicsin thissensematters. Theanalyses
51reported above provide no completely consistent picture in this regard. Nevertheless,
they do demonstrate that there are grounds to believe that political forces have had a
significant role in shaping macroeconomic outcomes.
52Endnotes
1. There are twenty OECD countries covered in this report. However, problems with
respecttodataavailabilityprohibituniformandconsistentinclusionin themattersdealt
with here. In many cases then, the coverage with respect to four of these countries,
Greece, Ireland, Spain and Portugal, is restricted. The other sixteen countries covered
in this study include Austria, Australia, Belgium, Canada, Denmark, Finland, France,
the Federal Republic of Germany, Italy, Japan, the Netherlands, Norway, Sweden,
Switzerland, the United Kingdom, and the United States.
2.SeeKeohane(1985)fortheimportanceofthesetwodevelopmentsfortheformulation
of national policies and economic performance during this period.
3. Dowrick’s (1989) analysis of sectoral change and relative economic growth in the
OECD countries suggest that the diminished capacity to shift labor out of lower
productivitysectors wasanimportantelementintheslowdownofthepost-1973period.
4.TheclassicstatementofthegeneralargumentistobefoundinBaumol’s(1967)paper,
"Macroeconomics of Unbalanced Growth: The Anatomy of Urban Crisis."
5. Recall from Table 14 that the data set on income distribution is incomplete. In order
to correct for this a proxy measure was developed for those country-decade cases with
missing values. Based on the available data, a regression model predicting the income
distribution index on the basis of the generosity of income transfer programs and the
level of taxation on income was estimated. Using the parameters from this estimation
and the relevant data on transfer program generosity and taxation, predictions for those
caseswith missingvaluesweremade. Thesepredictedvalueswerethenusedasproxies
for the actual but missing income distribution scores.
6.This isavery large literatureandit isnot possible to citeitextensively here. Auseful
review of the literature, its purported findings, and some crucial problems adherent to
it, can be found in Pryor (1988).
7. There are a variety of arguments and findings associated with this point, e.g., Hibbs,
1987; Suzuki, 1993.
8. Information on the sources and methods involved in the construction of the indices
involved here is provided in Cusack and Garrett, 1993.
9. Alverez, Garrett, and Lange (1991) label this the "social democratic corporatism"
argument. This label has been used by others in the political economic literature. But
in the present case it seems to represent one of the more explicit renderings of the
intersection of the corporatist and class-based partisan politics approaches (cf.,
Esping-Andersen and van Kersbergen, 1992).
10. Note that the strength labor index employed in this formulation is weighted by the
degree of union centralization. My thanks to Geoffrey Garret for providing me with
this index. The governmental index is as above.
11.Some interestingdiscussions of theposition thatthe government size has anegative
impact on growth and other valued economic outcomes are to be found in Buchanan
(1980), Peacock (1993), and Wolf (1988). It should be made clear, however, that there
isanequallyplausiblepositionadvancedbyotherstotheeffectthatgovernmentfinances
and regulation can play important positive roles in generating economic growth (see,
e.g., Castles and Dowrick, 1990; Friedland and Sanders, 1985; and Korpi, 1985).
12. Data availability problems restrict these analyses in terms of country coverage.
Greece, Ireland, Portugal, Spain and Switzerland are not included in any of the pooled
analyses. Belgium and Japan are also excluded from theestimations dealing with price
stabilityandthe balance of payments. Austria, Greece,Ireland,Portugal, andSpain are
not included in the analysis of income equalization.
5313.NotethatallofthepooledanalysesreportedherearebasedonOLSwherethestandard
errors for been reestimated using White’s method. Given that heteroskedasticity was
not severe in any of the analyses undertaken, this method is to be favored over panel
weighted least squares (Beck and Katz, 1993)
14.Cukierman’s(1992)weightedindexofcentralbankindependenceisusedhere. The
index is an complex aggregation of sixteen variables characterizing the legal
independenceofcentralbanks. Thescoreshavebeenderivedfromthedataandformulae
detailed in Cukierman’s book. Data on these variables are available on a
decade-by-decade basis. Giventhat thetime units employedin thepresent analysesare
half-decades, this entailed having to use the same measure for each five year period
within a decade. Since the legal independence of central banks is a fairly stable
characteristic, this is not likely to undermine the utility of the measure.
15. The assumption here is that the effects of social consensus or dissension well be
cumulative and therefore the measure of social dissension is the average of the scores
from 1950 through the 1970s.
16.Aswiththesocialdissensionindexemployedinthepresentanalysis,thevaluetaken




by weighting the scope of general government social welfare transfers (expressed as a
percentageofGDP), ,bytherelativesizeofthemajordemographicgroupingstargeted
forsuchtransfers(theretirementagepopulation, ,andtheunemployed, ,whereboth
demographic terms are expressed as a percentage of the total population:
.
18.Analternativeinterpretationoftheestimatedimpactwouldbethattheprivatesector
isrespondingtomanyof thesamestimuli andconstraints asisthepublicsectorandthat
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